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GROUP AT A GLANCE

Since 2000, Gyrus has built its market position both
organically and through selected acquisitions, primarily in
the United States, the most important market for medical
devices. Each major acquisition has brought with it a
direct channel to market, through which Gyrus could
build a position for its PK Technology. Our business is
structured as four primary divisions:

SURGICAL DIVISION

1S

UROLOGY &
GYNAECOLOGY
DIVISION

The Surgical Divisicn is focused on the growing market for
laparoscopic surgery. It has built on Gyrus's strong position in
the laparoscopic bipolar instruments market and particularty
the hysterectomy procedure, and now has a portfolio of
products available and in developmernit to address the much
larger general surgery market. It is based in Minneapolis.

The Urology & Gynaecology Division focuses primarily on
andoscopic surgery including cysto-resection {prostate and
bladder), iithotripsy (xidney stones), endometrial abtation
{abnormal uterine bleeding) and associated procedures,

it represents the ACMI business, based in Boston and is
US market leader in the Urology field.

Divisional focus Market positioning
>Lagaroscopic gynascology >Safer surgery with less
procedures collatera! damage

>@General abdominzl
laparoscopic surgery

37.2m

Revenue
(2004: £28.8rm +29%)

»Faster recovery minimises
hospitalisation time

>Technology enables faster
laparoscopic operating time

Divisionat focus Marke! positioning

sEndoscopic urclogy & »High quality visualisaticn
gynaecology proceduras capability

>Cora strength in flexible »Less collateral damage
scope tachnology and improved haemostasis

>Technology enables faster

operating time
Revenue for the 23 weeks since acquisition
{2004: NIl

ENT DIVISION

P

PARTNERED
TECHNOLOGIES

The ENT Division focuses on providing a broad portfolio
of surgical devices t¢ Ear, Nose and Throai specialists in
otology, sinus and rhinology and head and neck surgery.
It is based in Memphis. In 2005, the Division introduced

its first PK Technology-based products.

The Parinered Technologies Division exploits the Group's
technology in markets where the Group has no proprigtary
prasence, by out-licensing and manufacturing products for
third parties. The Division is based in Minneapolis but has
significant operations in Cardiff,

Divisional focus Market positioning

>Micro implants for otology >0tology market leadar

>Minimally invasive sinus >improved haemostasis
and head and neck surgery in ENT surgery

£401m

of ENT products
Revenue

(2004: £38.4 million +4.5%)

Divisionat focus Market positioning

>Non-core markets >Class leading PK technology

>Non-competing products >Leading visualisation capability

>Spun out technology >Exploitation of non-core
technologies

22.7/m

Revenue
{2004: £19.7 million +15%)



GECGRAPHICAL POSITION

After the acquisition of ACMI in July 2005, the Group is
now directly responsible for approximately 90% of its
revenues {on an annualised basis}, with the remaining
10% being in the Partnered Technology Division,

90% 10%

»Global top two

UROLOGY
>US No 1

LAPAROSCOPY
>US No 1in
disposable devices

e

ARTHROSCOPY (Partnered)

>Boston {(Massachusetis)
»Racine (Wisconsin)

Direct Sales Partner Sales
ENT/HEAD & NECK 8 Gyrus Group locations
Qp
Eg
ot . o
a
a
USA EU
>Minneapolis (Minnesota) >Cardiff (UK)
>Memphis (Tennessee) >Reading (UK}

>Tittingen (Gemmany)
sLinschoten (Holland)

>Norwalk {Ohio)

>Stanford (Connecticut) Asia
>Hong Kong
Canada >Tokyo {Japan}

>Windsor (Ontario)

Australia
>Melbourne

FOR FURTHER INFORMATION
See the Gyrus Group website at
www.gyrusplc.com




2005 HGHLIGHTS

+73%

Group revenue growth
£150.4m (2004: £86.9m)

+27%

Adjusted Earnings Per Share growth
14.2p (2004: 11.2p)

+14%

Qrganic revenue growth {constant currency)
£99.9m (2004: £86.9m)

Gyrus Group PLC
Annual Report and Accounts 2005
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FINANCIAL HIGHLIGHTS

> Group revenues up 73% to
£150.4 million (2004: £86.9 million)
including 23 weeks' revenues from
the acquisition of ACMI amounting
to £50.4 million

> Gyrus businesses show organic
growth of 15% 10 £99.9 million
(2004 £86.9 million) 14% on
censtant currency

> Operating profit beifore restructuring
costs, amortisation of acguired
intangible assets and one-off IFRS
acquisition accounting items up 111%
to £21.3 million (2004: £10.1 millicn)

> Adjusted EPS” rises 27% to 14.2p
(2004 11.2p)

OPERATIONAL HIGHLIGHTS

> Surgical Division sales up 29%
driven by growth in laparoscopic
gynaecology and strong intemational
performance

> Strong second half growth in
Partnered Technologies to finish
the year up 15%

> Good start for PlasmaCision preducts
and devsiopment ¢l laparoscopic
surgery and visuaiisation products
for introduction in 2006

> Integration of ACMI on track for
annualised $22 million savings by
mid 2008

* Bafore acquired intangible assel amontisation,
deferrad tax, restructuring costs and materiat
non-recurring IFRS acquisition accounting items



CHAIRMAN’'S
STATEMENT

Brian Steer
Executive Chairman

OUR STRATEGY

> Provide the highest guality product in
tissue management and visualisation

> Differentiate product portfolios through
technological performance

> Focus on leadership in selected markets
(Gynaecology/Urology/ENT)

> Aftain a platform for entry into the general
surgery market

Gyrus Group PLC
Annual Report end Accounts 2005
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Overview

2005 was an outstanding year for Gyrus; our business
performed extremely weil, we successfully acquired
American Cystoscope Makers Inc ('ACMI"), which more
than doubled our size and we ended the year in the
FTSE-250 index having enjoyed a significant increase

in equity value since the mid year. Qur business
Divisions made substantial progress and we successfully
organised the structure of the enlarged business in time
to capitalise on a strong finish to the year and position
ourselves for some important new product launches

in 2006.

The Group’s reported sales revenue increased by 73% to
£150.4 million (2004: £86.9 million). £50.4 milion derived
from the acquisition of ACMI in July, nowever ihe existing
Gyrus business posted revenue of £99.9 million which
represented sterling growth of 15% (14% on a constant
currency basis).

Our revenue performance together with continued
management of operating costs resulted in growth
in Adjusted Earnings Per Share of 27% to 14.2p
(2004: 11.2p).

Acquisition of ACMI

During the year the Group announced the acquisition of
ACMI, a market leader in urology and a leading developer
and manufacturer of endoscopy systems. The rationale
for the acquisition centred around the combined Group'’s
leading market positions in Urology and Gynaecology.
The combination of Gyrus and ACMI's core technologies
in PK tissue management and digital visualisation
respectively enables the Group to provide class leading
‘See’ and 'Treat’ products to surgeons focused on
minirmally invasive, or ‘keyhole’ surgery.

Business review

2005 saw revenue growth across the Gyrus business.
Since the acquisition of ACMI in July, we have
restructured our business so that it now comprises
three principal Divisions which form our proprietary
business, In addition we retain the Partnered
Technologies Division as a non-proprietary business.
The Divisions are as follows:

Gyrus ACMI Urology & Gynaecology Division

This Division focuses primarily on endoscopic surgery
including cysto-resection, lithotripsy, endometrial ablation
and associated proceduras. It represents the acquired
ACM! business, which is based in Boston and enjoys
market feadership in the Urology field. Revenue from this
Division comprised approximately £50.4 million during
the period (2004: Enil).

Gyrus ACMI Surgical Division

The Surgical Division is focused on the growing

market for laparoscopic surgery. It has buitt on the
strong position Gyrus had in the laparoscopic bipolar
instruments market, particularly the hysterectomy
procedure, and now has a porifolio of products available
and in development to address the much larger general
surgery market. Based in Minneapolis, the Division
posted global revenue growth of 29% to £37.2 million
(2004, £28.8 million).

Gyrus ACMI ENT Division

This Division focuses on providing a broad portfalic of
surgicat devices to Ear, Nose and Throat specialists in
otology, sinus and rhinclogy and head and neck surgery.
Based in Memphis, the Division grew its global revenues
by 4.5% to £40.1 milion {2004: £38.4 million).

'
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A semi-rigid Ureteroscope
A urology scope designed to
pass along the ursters to
enablg the visualisation and
treatment of kidney stones.

REVENUES BY DIVISION

[ Urology & Gynaecology 34%
[[] ENT 27%
(" Surgical 24%

Partnergd Techrologies 15%

Gyrus ACMi Partnered Technologies Division

This Division exploits the Group’s technology in markets
where the Group has no proprietary presence, by out-
licensing and manufacturing products for third parties
including Jehnson & Johnson, Guidant and Conmed.
The Division, which is run out of Minneapolis but with
significant operations in Cardiff. showed a very strong
turnaround between the first half revenuie decline of
0.5% to finish the year with globat revenue growth

of 15% to £22.7 million (2004: £12.7 million).

Sales and Marketing

Since the acquisition of ACM! the Group has re-branded .
its trading name to reflect the combination of two strong !
businesses in the respeciive areas of 'See’ (ACMI's '
leading position in visualisation for surgery) and “Treat’ '
(Gyrus's leading position in minimally invasive tissue
management). We now market under the name 'Gyrus

ACMI'. We have strengthened the marketing resource

in each Division, which now supports a US sales force
providing the highest quality package of products to

surgecns in its core area of surgery. In total we now

have approximatety 290 sales representatives in the

US market and an additional 56 international sales staff i
looking after our direct and distributor-based markets i
outside the US. '

Internationally, we have been slower to consoiidate our
distributor base and have focused prirnarily on integration
in territories where we have a direct presence. These
now comprise: The UK, Holland, Belgium, Germany,
Australia and New Zealand. The latter two territories

were added in 2005 through the acquisition of Urology
Solutions (Pty) Limited in Australia, since renamed

Gyrus Australasia (Pty) Limited, and a sister company

in New Zealand. In addition we have embarked upon

the process of opening a direct representative ofiice in
China, which we aim to buitd upon during 2006. |




CHAIRMAN'S
STATEMENT
CONTINUED

The PlasmaSpatula

A cutting and sealing
insirurment, launched

in 2005, which is most
commonly used in

the fully laparoscopic
hysterectomy procedura.

Gyvus Group PLC
Annual Report and Accounts 2005
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£450.4m

Group revenues
{2004: £86.9m)

21.3m

Adjusted operating profit
(2004: £10.1m)

Research and development

Research and development remains an important driver
of our business and we continue to invest substantially
in creating future growth opportunities for the Group.

In 2005 the Group increased its R&D spend by over
849% to £13.1 million (2004: £7.1 million), This increase
was partly associated with the acquisition of ACMI and
with the centinuing cost of defending an intellectuat
property infringement action. However the development
of our new PlasmaCision platform resulted in a significart
increase in R&D expenditure in the legacy Gyrus
Divisicns where significant resource continues to be
devoted to product development.

This investment has produced some potentially significant
new products derived from our PK PlasmaCision and
digital visualisation technologies which will be introduced
to the market during the course of 20086.

Management and staff

Since the acquisition of ACMI we have restructured

our management tearm in order 1o deliver the integration
plan and the future growth prospects of the combined
business. A new Executive Committee comprising the
three executive directors, Tom Murphy the US-based
Executive Vice President and Frank D'Ameiic the Chief
Technology Officer, was farmed to overses integration
and the development and implementation of the
enlarged Group’s strategy.

Group activity is primarily directed by the eleven
strong Operating Board, which comprises Executive
Committee members, the Division Prasidents, the
US-based Vice President of Finance and the Vice
President of Legal Affairs.

The Group’s performance in 2005 is a testament to the
guality and skill of Gyrus ACM! staff around the world,

| thank them for their enthusiasm and commitrnent,
particularly during this crucial pest-acquisition period.

Gyrus Group PLC
Annual Seport and Accounts 2005
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Board

Mark Goble has resigned as a Non-Executive Diracior of
Gyrus in order to devote his energies to the development
of Rhytec Limited, in which the Group continues to hold
an investment. Mark founded Gyrus in 1989 and both
the Board and | have valued his technclogical drive and
enthusiasm {o change surgical practice throughout his
time with the Group. We wish him and the Rhytec team
well in 2006.

As a result of the acquisition and the timing of the
associated imegration process, the Nomination Committes
of the Beard has invited me 1o extend my tenure as
Chairman by approximately six months to the end of 2007.
This is designed tc ensure managerent stability and
continued accountability during this imporlant period for
the Group. The Committee has commenced on a process
of succession planning for both executive and non-
executive Board members. A resolution to approve my
proposed contract extension will be considered at the
forthcoming Annual General Meeting in May.

Integration of ACMI

Our first integration goal was to create the new
Divisions and align the combined Group's product
range and sales forces appropriately. Certain products
have been exchanged between the Urology &
Gynaecology Division (former ACMI) and the Surgical
Division. These exchanges were completed by the
year-end and did not materially affect divisional
performance in 2005.

In January 2006 we anncunced to employees that

our plant in Racine, Wisconsin would close over the
naxt 18 months with products being transferred tc
Minneapolis and Norwalk during that period. We are
also at the final stage of selecting the Group's news
Global ERP system, a project whose implementation
will span the three-year integration period to mid 2008.

In overall terms we have embarked successiully on the
integration process which supports the poteniial value
of the benefits that will accrue over the period, however
we recognise that these initiatives are significant and,
carrying an associated tevel of risk, require strong
management focus 1o ensure a successful outcom.e.

Summary and outlook

In 2005, Gyrus defivered very strong revenue and profit
growth whilst undertaking, and commencing integration
of, a transforming acquisition. 2006 represents exciting
oppoeriunities for the Group through the continued
integration of Gyrus and ACMI, and the introduction of
significant new products derived from our PlasmaCision
and digital visualisation technologies. These products
will expand our ‘See’ and ‘Treat' surgical platform and
support our entry into the strategically important general
surgery market.

2008 is the foundation year for our long term goal of
becoming a leader in minimally invasive surgery and we
have embarked cn it with due care and a high degree of
confidence.

Brian Steer
Executive Chairman




WE HAVE THE
VISION TO

ENABLE SURGICAL
INNOVATION
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BUSINESS
REVIEW
SURGICAL
DIVISION

Charlie Goodwin
President, Gyrus ACMI Surgical Division

2005 PERFORMANCE

> 29% growth in global revenues

> PlasmaCision products deveicped
for market introduction in 2006

PK System St;al"
open forceps]
esigned to seal blood
vegsels of up to 7mm
diameter electronically.

Gyrus Group PLC
Annual Report and Accounts 2005
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Overview

The Surgical Division i based in Minneagolis, USA.
During 2005 ihe Division increased its reported revenues
in sterling by 29% to £37.2 million {2004: £28.8 million).
thereby continuing its unbeaten trend of over 20%
growth per annum since acquisition in 2GC0.

Gynaecology

The laparoscopic hysterectomy market currently
represents a significant proportion of the Division’s
revenues woridwide. The Group’s PK technclogy-derived
suite of instruments enablas the surgeon to reduce
rauma and bicod loss and save operating time, thereby
improving clinical outcomes. The patient benefits by
returning to normal activities more quickly.

During the year sales in the US grew by 24%, driven by
the Group's range of PK Technology products including
Cutting Forceps, sales of which grew by over 20% year
on year. 3yrus is the market leader in Laparoscopic
Supracervical Hysterectomy (LSH); a fully laparosccopic

procedure which continues to attract increasing numbers

of surgeons and prospective patients alike. This
procedure allows the patient often to avoid overnight
hospitalisation and returns her to normal activities within

10-14 days, comparing very favourably with conventional

open hysterectomy where the patient is in hospital for 3-5

days and retumn to normal activities can take 6-8 weeks.

In March the Division introduced the PlasmaSpatula,
incorporating PK PlasmaCision technology, as an
additional instrument for the LSH market; it performed
well in the first nine months and had accumulated
over $1 million in revenues by the year end. This was
a good performance for a peripheral instrument in the
gynaecology field and supporied the Group's view of
PlasmaCision as adding improved cutting and
haemestasis to PK Technology.

Internationally, the Gynaecology business grew by 19%

as sales of PK instruments increased in Europe and the

Far East. The underlying performance in Gynaacctogy

was reascnably strong despite the uncertainty among
international distributors caused by the long term distributor
selection process, which was commenced after the

ACMI acguisition.

Urology

In 2005 the Urology business grew its US revenues by
23% as a result of the continued success in the first nine
months cf the PK Technclogy SuperPulse systermn for
Trans Urethral Resection of the Prostate (TURP)
procedures. This is the area most likely to benefit from
the acguisition of ACMI, as the product range is now
promoted by the Urclogy & Gynaecclogy Division. One

Gyrus Group PLC
Annual Report and Accounts 2005
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ANALYSIS OF SURGICAL DVISION REVENUES

2004 2005 +{-(%%6)

GYNAECOLOGY ugs  §m 326 40.4 24%
Int __ Crne 3.1 37 19%

URCLOGY Us 8&m 6.2 76 23%
Int__£m 2.2 3.4 55%

GENERAL SURGERY us  &m 2.1 23 1080
it fm i 24 118%

SURGICAL TOTAL Us  3m 40.9 50.2 23%
Int __fm 5.4 8.5 48%.

TOTAL DIVISION £m 28.8 37.2 25%

US = North American Free Tracte Area {NASTA)

Int = World ex NAFTA

key requirement for future success in this area has

successfully been achieved ahead of plan. This is the

creation of the PK bipolar working element, which

allows the PK instruments to fit the ACMI resectoscope,

enabling ‘See’ and Treat’ in prostate resection and

bladder tumour surgery. This develcpment was

completed in November and enabled ihe sales team

to start 2006 with the PK SuperPulse as a deliverable

product opportunity to existing ACMI customers,

internationalty, revenues increased by 55% year on year,

assisted by the acquisition of the Group's Australian

distributor, Urology Solutions, {now Gyrus Australasia)

in March 2005, and continued growth in the sale of
SuperPulse generaiors.

General Surgery

US domestic sales in General Surgery rose by
approximately 10%. The post-acquisition realignment
of the Divisions, in advance of the Group’s introduction

of its PlasmaCision-derived suite of instruments for

laparoscopic abdominal surgery, resulted in the Surgical
Division taking on a number of ACMVs general surgery

products. This had minimal sales effect in 2005 but wilt
have an impact in 2006.

Internationally, General Surgery sales grew by over
118% to £2.4 million, principally as a result of the
success of a range of distriouted endoscopic sheath

products in the UK.

Plasma Trissector
Close up of the Ptasma
Cision-derived Plasma
Trissector showing its cut
and simultaneous seal
electrocle arangement,




BUSINESS
REVIEW
UROLOGY

& GYNAECOLOGY
DIVISION (ACMI)

Lamy Hicks
President, Gyrus ACMI Urology

& Gynaecology Division

2005 PERFORMANCE

> Annualiised revenues grew by
6.5% versus 4.3% in 2004

> Cystoscopy and resection revenues
improve by 10% year-on-year

Gyrus Group PLC
Annuat Report and Acopunts 2005

10

Overview

The Urclogy & Gynaecology Division is headquartered
in Southborough, Massachusetts. It is the single largest
Division of Gyrus Group. having contributed revenues
of $89.1 million {£50.4 mitllion) for the 23 weeks to

31 December 2005.

The acquisition of ACMI was completed on 21 July
2005. The business became the core of the Group's
Urology & Gynaecology Division receiving the former
Gyrus’s urology product range (SuperPulse and
associated instruments), and ceding certain laparoscopic
instruments andg insufflation eguipment to the Surgical
Civision. These product swaps had very limited impact
upon the 2005 results except in 5o far as the sales of
some preducts were temporarily reduced during the
initial hiatus pericd before the completion of the sales
and product integration process.

ACMI had historically grown revenuss at an average of
approximately 4.5% per annum for the last few years.

In 2005 it increased sales growth {0 approximately 6.5%.
Revenues are analysed between capital, disposable and
service sales. Capital sales comprise principally the sale
of scopes, camera and video systems and associated
light sources together with the sale of electrosurgery and
laser generators. Total domestic US capital sales for the
whola of 2005 were $57.4 million (unaudited).

Disposable sales comprise primarily electrosurgery
instruments, probes, stents, retrieval baskets, insufflation
and irrigation tubing and laser fibres. Total domestic US
sales of disposables amounted to $71.0 miliion in 2005
(unaudited). Finally service revenue comprises fees for
the repair of capital goods such as fibrescopes, which
can generate significant repair costs over the life of the
unit, Total domestic US service sales for 2005 were
approximately $35.0 million {unauditied).

Principa! areas of business

The Urology & Gynaecology Division is the overall market
leader in Urology surgery in the US. It has two core areas
of strength:

Cystoscopy and Resection

This area comprises the provision of 'See’ and Treat’
endoscepic solutions to urclogists for diagnosis and
treatment of conditions of the prostate and biadder.

It builds upon ACMI's acknowledged strength in flexible
endoscopy for transurethral visualisation and comprises
a sulte of instrurments, scopes and cameras. ACMI is

Stone retrieval system
Aclose up of a retrieval
‘baskset” which enables the
surgeon io catch and
remove fragments of kidney
stone through a working
channel in the urateroscope.




ANNUALISED ANALYSIS OF SALES REVENUES

[ _Capital sales 35%
{1_Disposable sales 43%
[[J_Service sales 22%

market leader in cysto-resection with national account
coverage. Gyrus's SuperPulse platform and related loops
and electrodes for conducting transurethral resection of
the prostate (TURP) proceduras has significant
advantages for urologists, including speed of resection
and improved haemostasis. By the year-end this product
had becorme available, after the development of the PK
working element (essentially an adaptor), 1o fit the
installed base of ACMI resectoscopes. Accordingly, ons
of the potential revenue synergies associated with the
acquisition will become achievable frorn 2006 onwards.
Annual dermestic US revenues in cystoscopy and
resection increased by approximately 10% in 2005
(unaudited).

Urethroscopy and Stone Management

The Urology & Gynaecology Division is a leader in kidney
stone management with a full suite of flexible and semi-
rigid ureteroscopes and percuianeous nephroscopes for
looking into the kidney, either via the urethra and ureters
or through the skin. In addition the Division pravides a
range of devices for breaking the stones (lithotripsy)
including lasers, for retrieving fragments (retrieval
baskets), stents for protecting and retaining the patency
of the ureters and associated probes and guidewires.
Annual domestic US revenues in the urethroscopy and
stone managerment area increased 6,5% in 2005
(unaudited).

Other Urology & Gynaecology products

The Urology & Gynaecclogy Division has a range of
other diagnostic and treatment products including
hysteroscopic products for treating uterine conditions,
minimaily invasive female sterilisation products and other
gynaecology products. In addition the Division is seeking
to position itself to assist urologists in the increasing
trend towards performing more diagnostic and treatment
procedures in the office setting rather than the operating
room. Current products in this area inciude diagnostic
equipment for urodynamics testing and centain flexible
scopes such as the digital cystoscope with built in light
source. Over the coming years this area is likely to be a
significant focus for the Division.

Gyrus Group PLC
Annugl Report and Accounts 2005
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A cystourethroscope

An instrumeni combining the
uses of a cystoscope and a

urethroscopa. whereby Doth

the bladder and urethra can

be visually inspected.




BUSINESS
REVIEW
ENT DIVISION

Bob Hoxie
President, Gyrus ACMI ENT Division

2005 PERFORMANCE

> Revenue growth of 4.5%

> Launched first PK Technolcgy products
to ENT surgeons

Gyrus Group PLC
Annwal Report and Accounts 2005
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ANALYSIS QF ENT DIVISION REVENUES

2004 2005 +/-(%%}

CTOLOGY us  sm 236 24.5 4%
Int__ Em 4.9 50 2%

SINUS & RHINOLOGY US  Sm 15.2 16.0 5%
Il Em 1.5 1.1 -27%

HEAD & MECK us  Bm 0.4 107 3%
n: £n 5.1 £.0 18%

ENT TOTAL us (33 44,2 51.3 4%
int___£m 11.5 12.1 5%

TOTAL DIVISION £m 38.4 40.1 4.5%

US = North Amnerican Free Trade Area (NAFTA)
int = Workd ex NAFTA

Overview

2005 was ihe year In which the Ear, Mose and Throat
(ENT) Division introduced its first PK Technology-based
products in the sinus and rhinology and head and
neck sectors. The first half saw ravenue growth of
approximately 8% helped by a strong otology business
and the introduction and evaluation phase for both the
PK Diego and the Tonsil PlasmaKnife. Growth slowed
in the second half as the divisional management was
restructured after the ACMI acquisition. The Division
finished the year with revenues 4.5% higher at

£40.1 rillion {2004: £38.4 million) and good marketing
and iechnique positions established for the new
products, As a result of the management restructuring,
President Bob Hoxie, previously Vice President of
Sales, and a new marketing team was put in place

in Novernber 1o focus on 2006 and beyond.

Otology

The Otology business represents approximatety hatf
the ENT Division’s revenues and comprises vent tubes
{grommets) and middle ear implants together with rejated
surgical instruments, drills and scopes. The Otology
business, which enjoys a market share of circa 60%

ir the US, grew by 4% during the year, an improvernent
on the previous year's 1%. The core veni tubes and
implants business grew at expected rates, however
there was greater growth in otology drill systems and
instruments including myringotomy biades which
mitigated 1he year-on-year decline in sales of RetroX,
the hearing enhancement line which was discontinued
during the year.

Internationally, Otology revenues increased by 2%.

e —————
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Sinus & Rhinology

The Sinus and Rhinclogy business grew its US revenues
by 5%. The Diego Microdebrider system continued its
strong performance with revenue growth in excess of
16% over 2004. The launch of the PK Diego blade,
which enables haerostasis to be achieved in silu,
suppaorted this performance. Growth in the Diego
portiolio, however, was masked by & decline in sales

of the Sepra nasal packing procuct range in the face of
competitive activity, and declines in externally sourced
sinus scopes and vidso equipment.

Internationally, revenues decreased by 27% vear-cn-year
having held level at the half year stage as a resuit of
uncertainty in: the distributor markets over the long term
effect of the ACMI acquisition.

Head & Nack

The Head and Neck business provides somnoplasty
products, for the treatment of sieep disorders,
together with a range of flexible nascpharyngoscopes,
laryngeal implants and asscciaied surgical instrurments.
During 2005, the business continued to hold off the
reimbursament-based decline in palate and base of
iongue procedures with growth in volume reduction

of turbinates and the introduction of the PlasmaCision-
based PlasmakKnife for tonsillectomy. This product
underwent a repositioning and technique change in
the fourth quarter as a result of ieedback from the
evaluation sites. Overall, the Head and Neck business
grew US sales by just over 3% vear-on-year.

This business has successfully moved away from
protecting the temperature contrelled volumetric tissue
reduction {'Somnus’) revenue stream, which is declining
due to the continued absence of a full reimbursement
code for the procedure. Now the focus is on building
the market position for the new 'G3’ Generator as a
workstation with broad utlility to the head and nack
surgeon. This PK Technology platform powers both

the ‘Somnus’ and PK Techrolcgy instrumentis and
PlasmaCisicn-based instruments. The Tonsil PlasmaKnife
was the first such product and the Surgical Dissector is
due in the next six months to address procedures such
as radical partial neck dissection and parctidectomy,

Internationally, the business grew by 18% primarily

as a result of the re-purchase of the Group’s Australian
] distribution rights in ENT and the intreduction of the
. The Diego Microdebrider Tonsit Plasmaknife into certain direct markets.

The PK Diega System,

launched in 2005, now
enables sinus and rhinclogy
surgeons 1o use the same
instrurrent 1o debride and
achieve haemostasis, when
operating in the nasal cavity.

Gyrus Group PLC
Annual Report and Accounts 2005

13




BUSINESS
REVIEW
PARTNERED
TECHNOLOGIES
DIVISION

Our partners:

DePuy Mitek
Gynecare

Ethicon Endosurgery
Guidant

Conmed

Rhyiec

2005 PERFORMANCE

Revenue growth of 15% to £22.7m
(2004: £19.7m)

Successful launch of Rhytec’s Cisco
PSR system in cosmetic and
dermatological surgery
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Mitek. This suction elecirode
is used for removal,
shrinkage and extraction of
cartilage and soft tissue from
knee and shoulder joints.
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ANALYSIS OF PARTNERED TECHNOLOGIES DIVISION REVENUES

[ Arthroscopy 47%

L) Hysteroscopy 18%
Cardiovascular 19%
Gl/cosmetic/other 16%

The Partnered Techrologies Division exploits the Group's
proprietary technology by out-licensing it, usually in
conjunction with a manufacturing cantract, for rmarkets
outside our core areas of sales and marketing
competence.

The business consists of development, license, and
supply relationships with Johnson & Johnson companies
(DePuy Mitek, Ethicon EndoSurgery and Gynecare),
Guidant, Conmed and Rhytec. The business is shared
between Gyrus's Cardiff and Minneapolis manufacturing
plants, each catering fcr the requirements of certain
partners. Gverall, the Partnered Technclogies business
grew revenue by 15% (14% on a constant currency
basis) to £22.7 million in 2005 {2004: £19.7 million).
This represented & significant turnaround from the

half year when the Divisicn reported & marginal decline
in revenue,
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Arthroscopy )
DePuy Mitek supplies the VAPR 3 system into
arthroscopic markets for the remova! and shrinkage

of soft tissue primarily in the knee and shouider joinits.
This busingss has been driven by the success of the
low profile suction (LPS) and large diameter suction
{LDS) instruments first introduced in 2003, A new low
cost elecircde was introduced at the end of 2004, This
resulted in a poor revenue comparison in the first half on
account of the lower average selling price, but volume
growth was still strong. iIn the second half, the benefit

of volurne growth cutweighed the adverse selling price
comparison and led to overall annual growth of 12%.

Hysteroscopy

in hysteroscopy, Gynecare supplies the Versapoint
systern into hysteroscopic gynaecciogy for the removal
of benign utering pathologies and the removal of the
endometrial lining. Sales increased by 6% on the year.

Cardiovascular

Guidant utilises a series of instrumentg for the harvesting
of the saphenous vein for coronary artery bypass grafts
in the cardiovascular field. Product sales to Guidant
decreased marginally by 1%. This decrease cccurred

in the fourth quarter, which saw an 18% reduction in !
sales compared with the equivalent period in the prior
year. During that quarier the takeover battle for Guidant
between Johnson & Johnson and Boston Scientlfic

may have had a temporary effect on sales and stocking
palicy for the product.

Gastro-intestinal/Cosmetic Surgery/Other

This comprises two long-standing relationships with
Ethicon EndoSurgery and Conmed. Sales to these
partners declined by 0.5%. However, there were
significant sales of launch units to Rhytec to support the
introduction of the Cisco Plasma Skin Resurfacing (PSR
product in the mid year. This resulted in overall growth in
annuat revenues of over 80% for this part of the business.
In additicn, during 2005 the Cardiff plant received i
developrment fees of £1.5 million (2004: £0.6 million)

for its work on the development of the Cisco system.
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ACHIEVING
OPERATIONAL
EXCELLENCE

Ray Davis
Chief Operating Officer

2005 PERFORMANCE
> $22 million integration cost saving
potential validated
> Gyrus organic gross margin
improvement to 61.8% (2004: 59.1%)
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Gyrus’s approach to
achieving operational
excelence is built on:

Achieving
Operational
Excellence
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Gyrus is committed to achieving excellence in all aspects
of its operations and pre-acquisition was mid-way through
a three-year programme to improve profit margins and
create a sustainable continuous improvement cuiture.

Following the acquisition of ACMI we have extended
these initiatives across the combined organisation.

The Lean Initiative

‘Lean Manufacturing’ continues to be rolled out across
the Group and is delivering positive results with legacy
Gyrus gross margin up to 61.8% from 59.1% in 2004.
Cur lead plant in Minneapolis has seen a 75% increase
in productivity since commencing the programme and
a 3.6% increase in gross margin in 2005. Our Norwalk
facility saw a 61% reduction in scrap and a 14% increase
in labour productivity during the pericd. All our other
major plants (Cardiff, Memphis and Stamiord) are on
plan with their implementation of ‘Lean’.

integration of Gyrus and ACMI

The acquisition of ACMI presents challenges and
opportunities from an operational integration perspective.
Due diligence identified $22 million of cost savings over
a three-year pericd post-acguisition at a cost of circa
$33 million to achieve them, Post acquisition our
"100-day’ plan confirmed these estimates and we are

on track to achieve these targets. A cross-functional/
cross-company tearn is responsibte for the planning and
implementation of key integration initiatives including:

>Completion and extension of ACMI’s existing ‘B3’
operational improvement initiatives

>Plant rationalisation, specifically the closure of the
plant in Racine, Wisconsin

>Leveraging group sourcing power

>Overhead cost reduction

>Extension of Lean Manufacturing initiatives across
the Group

>Global ERP system implementation

All of these initiatives are now under way and we are
confident in our abllity to integrate the twe companies
successfully and deliver the savings potential.




RESEARCH
AND DEVELOPMENT

Frank D'Amelio
Chief Technology Officer

OUR CORE SKILLS
> PK bipolar (rf) technology
> Lens crafiing and optical fibres
> Digital image enhancement
> Micro-engineering
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The combination of Gyrus and ACMI in July 2005
brought together two Research and Devalopment teams
with largely caomplementary capabilities.

We now have core strengths in the areas of bipolar
electrosurgery in the UK and the US frarm which our
PK PlasmaCision platform is derived. Added to this is
our conventional Fiberscope and opto-mechanical
endoscopy capability in the US and our digital video
sensor and image enhancement techniology capabilities
in 1srael and the US. The following is a sample of the
products, many of them largely developed in 2005,
which will be introduced to market in 2006:

PK PlasmaSeal in open surgery
A device to seal and cut blood vesssls electronically.

(G400 general surgery generator
A workstation for the general surgeon which can
pawer & suite of over 30 instruments.

Plasma Trissector in General Surgery

A device to cut and seal tissue simultaneously
oroviding more rapid operating time and a reduction
in the number of different instruments necessary to
perform certain procedures.

Plasma J-hook in General Surgery
An adjunct to the Plasma Trissector to provide
a shaped cutting and sealing tool.

Surgical Dissector in Head and Neck Surgery
To perform partial neck dissection procedures
{e.g. tumour excision).

Digital Ureteroscope for trans ureteral visualisation
To improve visualisation quality and further reduce the

size of our class-leading small diameter flexible scopes
using digital technclogy.

Megapixel Camera
To bring the benefits of digital camera technology and
storage to current users of fibre-optical scope systems.

The Group's technological focus is on bringing the
best visualisation technology (the ‘Sse') together with
the Dest tissue management technology (the Treat’)
and continuing 1o build and protect the combined
intellectual property portfolio.




WE HAVE THE
VISION TO ENTER
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Revenue
FINANCIAL The Group's reported results in sterling showed

REVIEW growth in sales revenue of 73% to £150.4 million
(2004: £86.9 millicn). The majority of this growth was a
resuft of the acquisttion of ACMI in July 2005. Underlying
revenue in the Gyrus business grew 15% to £99.9 million
{2004: £86.9 milion), which represented 14% growth
on a constant currency basis. In acdition, the Group
charged development fees of £1.5 milion to Rhytec
Limited, a cusiomer of the Partnered Technologies ‘
Division {2004: £0.6 milion). ‘

For the first time in some years the US dollar marginally
strengthened over the second half of the vear, |
having depreciated further in the first half. to average [
$1.82:£1 for the year (2004; $1.83.£1).

Adoption of International Accounting Standards |
This is the first annual report and financial statements

to be produced under International Financial Reporting l
Standards as adopted by the European Union (FRS).

In themselves IFRS have a considerable impact upon ‘
reported earnings when compared 10 previous periods |
under UX GAAP. In addition the impact of IFRS on

the accounting treatrment of the ACMI acquisition is }
significant. In order to help sharenolders assess the

effect of IFRS and the acquisition on the Group’s results,

the Income Staternent is presented to show the effects i
of the acquisition of ACMI, associated restructuring !
costs and other material non-recurring items separately.
There are a number of material effects of these items
on reported earnings per share under IFRS, so in order
to give a measure of the underlying performance of the !
Group your attention is cdrawn to the presentation of
Adjusted Earnings Per Share in note 17 to the accounts.
In addition, at the end of this annuat report on pages 77
to 79 there is a reconciliation of the differences between
IFRS and UK GAAP.

Simon Shaw :
Chief Financial Officer Gross Margin [
The Group's reported gross margin declined to 55.6%
| in 2005 (2004: 59.1%) but this substantially masks the |
| underlying picture. The Gyrus business continued to :
| increase its gross margin: from 53.1% in 2004 to 61.8% !
| in 2005 through volume increases and continued focus i
on our operating efficiency improvernant programme. '
| The ACMI business produced a post-acquisition gross
margin of 52.8% compared with a 2004 margin of 49.8%.
Finally the effect of IFRS 3, which requires the write up
of inventory to market selling value on acquisition and
associated write down through cost of sales over the
period of inventory turn, resuted in a one-off non-cash
charge against the margin of £4.7 million; this represented
a reduction of 3.1% on the Group gross margin.
Operating Expenses
2005 PERFORMANCE The Group’s operating expenses increased as a
> Group revenues up 73% percentage of sales revenue to 49.7% (2004: 48.2%); ;
> Organ'rc constant currency revenue approximately 1.6% of the diﬁgrence is a resuft of the |
wih of 14% restruciuring charges incurred in the first six months i
QrQ o o i of the three-year integration programme. in addition !
> Adjusted operating margin up t0 14.2% the amortisation of intangible assets, recognised as |
(2004 11.6%) Ia rehsult gf the ac?;ﬂsitior;, r.?pre?ﬁntﬁ? 2{.6"@01 sales. |
: d n the absence of these factors the like-for-like cperatin
> Adjusted Eamings Per Share up 27% expense ratio improved to 45.5% (2004; 48.2%). Seiliné]CJ
to 14.2p (2004: 11.2p) and distribution expenses, at £38.0 milion excluding E
]
|
%
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restructuring costs and amortisation of acquired
intangible assets were reduced to 25.9% of sales
revenue (2004: £23.2 million; 26.6%).

Research and development expenditure in the legacy
Gyrus business increased by 49% {o £10.6 milion
(2004: £7.1 million}. Approximately £1.9 miltion

(2004: £0.4 million} was expensed in the continuing
preparation and prosecution of the Group’s legal defence
against the previcusly disclosed intellectual property
infringement acticn brought against the ENT Division

by Medtronic. The case is due 1o be heard in the third
quarter of 2006 and there is robust counsel’s opinion

in favour of Gyrus's intellectuat property position, which
the Group will continue to defend vigorously. We regard
ittigation costs of this type as a regrettable but necessary
expense of operating in the global medical devices
industry, where aur policy is to defend our position
strongly. Excluding these costs, underlying growth

in Gyrus's R&D expenditure was 22%, refleciing the
significant expenditure on the Group’s PK PlasmaCision
products for launch in 2006, including the new General
Surgery Generator and several instruments.

The capitalisation of developrnent costs, required
under IAS 38, was negligible at £0.25 million

{2004: £0.14 milion). Overall the Group's R&D expense,
excluding the amartisation of acquired intangible

R&D assets reguired under [FRS 3, amounted to
approximately 8.7% of sales (2004: 8.2%).

General and administrative expenses represented
11.7% of sales revenue (2004: 13.4%). Excluding
restructuring costs general and administrative
expenditure represented 10.9% of sales.

Profitability

The Group's reported operating profit for 2005 was
£10.4 milion representing a 8.9% operating margin
{2004: £10.1 million representing an 11.6% margin),
however the post acquisition period in 2005 contained
a vumber of significant acquisition accounting and
restructuring iterns as well as the amortisation charge
on acquired intangible assets. Excluding these, the
Group’s underlying operating profit rose 111% to
£21.3 million, representing an operating margin of
14.2% of sales revenue. Although restructuring charges
will continue to have an impact upon 2006 and 2007
the Group is on track to meet its goal of substantialty
improving undertying operating performance.

Goodwill and Intangible asset amortisation

Under IFRS, goodwill is no longer amortised through
the income statement, but is held at cost and reviewed
for impairment annually. The Board reviewed the
carrying value of goodwill at 31 December 2005

and confirmed that no provision for impairment was
necessary. Under IFRS 3 the Group was required to
value and capitalise certain intangible assets of ACM!
on the completion of the acquisition. This has the effect
of reclassifying certain amounts, which would historically
have been considered o be goodwill, into specific
classes of intangible assets such as tracle names,

in process research and development, developed
technology assets and customer relationships. The
value of each of these assets is reviewed annually

for impairment and amortised through the appropriate
expense in the Income Staternent over its useful life.
The amortisation charged on intangibfe assets of

ACMI amounted to £3.9 miliion for the 23 weeks

post acquisition (2004: Cni).

Restructuring costs

During the 23 weeks aiter the acquisition the Group
recorded restructuring costs of £2.4 million (2004: £nil).
These costs representad a number of integration
expenses incurred during the first months of the Group's
three-year integration ptan. At the time of the acquisition
it was disclosed that integration was expected by the
directors 1o enhance annualised pre-tax earnings by
$22 million {approximately £12.2 mitlion) by the end of the
three-year period following acquisition, at 2 total cost of
approximately $33 million (approximately £18.3 milion)
over the same period. The directors continue to believe
that these estimates are appropriate. The restructuring
costs charged during 2005 represented the cost of
severance, short-term sales commission alignment for
the combined sales force, the write down of certain =~
assets and costs associated with the alignment of
glchal IT systems and sundry integration expenses.

Financial Income and Expense

The net financial expense for the year amounted to

£3.5 million {2004: £0.7 millicn} and related primarily to
interest and charges on the Group's syndicated $250
milion acquisition loan facility and $30 million revolving
credit facility, the foreign exchange losses and profits

on narmal hedge transactions and the re-translation of
monetary assets and liabilities at the batance sheet date.
The net foreign exchange impact on financial exposure
was a loss of £1.1 million {2004: gain of £0.8 million).

61.8%

Gyrus organic gross margin
(2004: 59.1%)}
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FINANCIAL
REVIEW
CONTINUED

The material non-recurring financial income and

expense iterns, which represent a net pre-iax profit

of £2.0 million, came about as a result of the prevailing
interpretation of the application of IAS 39 to cne of a
series of transactions which together accounted for

the acquisition of ACMI in July 2005, This acquisition
presented the Croup with a specific currency exposure
to any strengthening of the US dollar between the
placing of stering denominated equity of £116 million
(net of expensas) on 16 June 2005 and the obligation to
translate that into a specific US dollar value to the vender
sharehoiders some six weeks later. The Group removed the
risk of any shortfall in funds to complete the transaction
by acquiring an option for approximately £1 million to
exchange the £118 million at a minimum rate of $1.77886.

As the US dollar did indeed strengthen the option gave
rise to a ‘gain’ of approximately £2 million which financed
the shortfall in US dollars on compietion. Under the
prevailing interpretation of 1AS 39 and IFRS 3, this
successiul hedge is deemed 10 be both ‘ineffective’
and not & legitimate cost of ‘effecting the business
combination’. Therefore the ‘gain’ has been recognised
in the Income Staternent. On account of the rigid
interpretation of the applicable standards, which

are themselves unclear in their drafting, Gyrus has
reluctantly agreed 1o this counter infuitive position,
whereby the avoidance of a capital shortfall, which
would have historically remained on the balance sheet,
is accounted for as a material distributable profit in the
income Siatement.

The nei gain has been deducted in the computation of
Adjusted Earnings Per Share.

Taxation

The Group’s effective tax rate was 9.5% in 2005
(2004: 15%). The rate at which the Group provided for
corporation and other income taxes payable remained
low at 13% (2004: 6.5%) as a result of the continued
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utilisation of tax losses and the efficient management of
internal treasury functions. The difference between this
and the eifective tax raie represents the net effect of
recognising multiple deierred tax assets and liabilities
under IFRS.,

Earnings Per Share

The unusual integration cosis, [FRS acauisition
adjustments (inclucing cleferred tax), and material
nen-recurring items associated with the acquisition
serve 10 mask the underlying performance of the Group.
This can be seen in the IFRS Basic Earnings Per Share
of 5.6p in 2005 compared with 10.2p in 2004,

ror these reasons, in addition ic the prescribed
measures of earnings per share, the Group discloses
Adjusted Earnings Per Share which excludes the
amortisation of acquired intangible assets, integration
costs (including the cost of the one-off special LTIP
award. but not 'normal’ annual awards}, material
non-recurring items and deferred taxation. In 2005 .
Adjusted Earnings Per Share increased 27% 1o 14.2p
{2004: 11.2p} of which approximately C.7p related

to & lower current taxation charge thar wag originally
anticipated. It is this measure, which maost closely
matches the Adjusied Earnings Per Share figures
disclosed under UK GAAP in previous years, and so
most readily enables longer werm historical earnings
comparisons to be made.

Capital Expenditure and Placed Assets
Tangible fixed asset additions in the year, excluding
the cost of generator systems placed into the
market {‘Placed Assets’), amounted tc £2.7 million
{2004: £1.3 million). in addition the acquisition of
ACMI resulied in £8.5 million of additicnal tangible
assets at net cost being consolidaied at year-end.

Placed assets comprise generators placed on loan free
of charge upon which, together with those that have
been soid outright, the Group makes profitable revenues
from the sale of disposable surgical instruments. In 2005
the installed base of generators in the Surgical and ENT
markets in the US grew by 12% io 5,248 units (2004:
4,681 units). The value of the associated revenues from
disposable instruments increased by 22% to $46.3
milion (2004: $37.9 milion). Buring 2005 the Group
continued o sell approximately 50% of its generators
which entered the US markei. This continued the

trend established in 2004 and was associated with the
broader utility of the Groug's newer generators for use
as workstations in the Group’s areas of surgical speciality.

The cost of the Group's investment in placing
generators in the year increased by 6% to £1.5 million
(2004: £1.3 million).

The net book value of Placed Assets at 31 December
2005 was £2.9 millien (2004: £2.9 million).

Working Capital and Cash Generation

The value of inventory rose by £19.7 rnilion or 147% to
£33.7 million (2004: £13.4 million). The overwhelming
rnajority of this rise was the effect of the acquisitions of
ACMI and Urology Solutions in Australia, which together




US GENERATOR PORTFOLIO
> US installed base of generators up 12%
> US Disposable instrument sales
up 22% to $46.3 million
> Net book velue of Placed Generators
£2.9m (2004: £2.9m)

represented a net increase of £16.4 million. The legacy
Gyrus business increased inveniory by approxirmately

£2.2 milion in the year primarily as a result of the Cardiff
plant’s requirement to build inventory for the manufacturing
of new products in both the Partnered Technologies
husiness and the Group's proprietary businesses. In
addition, the strengthening of the US dollar between the
beginning and the end of the year also represented an
increase on translation of £1.1 million or 8.5%.

Debtors increased in fine with revenue and by virtue
of the acquisitions, by £21.7 million, or 157%, to
£35.5 million (2004: £13.8 million}, of which the
acquisitions represented £19.1 million and foreign
exchange translation £0.9 million. Debtor batances

in the legacy Gyrus businesses increased by less than
the growth in revenue.

Trade creditors increased by £6.6 miflion to £9.5 million
(2004: £2.9 miltion). Approximately £5.5 million of this
increase related to ihe acquisitions.

The Group's operating cash flow before working capital
movements increased to £24.3 million {2004: £14.8
million). The cash consumptive movement in working
capital resulted in cash generated from operations falling
o £13.8 miticn (2004: £16.0 million). The acquisition of
ACM! resulted in an increase in debt during the year as
new syndicated facilities totalling $280 milion were

put in place. At the year end cash balances stood at
£20.2 million (2004: £7.3 miltion} and net debt
outstanding was £129.9 million (2004: £1.8 million},

Treasury Policy and Financial Risk Management
The Group cperates a risk adverse policy of treasury
management to secure its primary objective of
minimising exposure to capital loss whilst securing
prevailing market rates of interest on cash balances,
In respect of long term borrowings for operational
purposes, the Group’s policy is to fix or hedges its
exposure to interest rate fluctuations in respect of at
least half the cutstanding loan balance, with Board
discretion to increase the amount hedged if appropriate.
In the case of the five year acquisition finance facility
of $280 milion, the Group has hedged its exposurs to
increases in US $ LIBOR above 4.75% in respect of
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£129.9m

Net debt
{2004: £1.8m)

3%

Debt: Equity gearing
{2004: 1,5%}

100% of the loan for the first three years of the facility
and 50% thereafter. During 2005 this hedge created a
noticnal gain of £0.2 milion which has been taken fo
ihe hedging reserve in line with 1AS 38,

Currency Risk

The Group is exposed to currency risk, principally in
respect of US dollars and Euros. The majerity of the
risk is associated with transiation of the revenues,
profits and net assets of cverseas subsidiaries into
sterling on consolidation. The Group does not routingly
hedge translation exposure. Transaction exposure
exists {0 a small extent in most of the Group's subsidiary
companies, however the princigal risk is associatad
with the Cardiff plant, which manufactures the Group's
generator sysiermns and some PK instrurmnents together
with generators and disposable instruments cn behalf
of certain customers of the Parinered Technologies
Division. The majority of that plant's revenue is
denominated in US dollars.

The Group applies a hedging policy for transaction
exposures which reguires that forward foreign currency
coniracts are used to cover anticipated potential
exposures as follows:

PERIQOD FORWARD MINIMUM COVERAGE

1-3 MONTHS B80%
4-G MONTHS 50%
7-12 MONTHS 25%

Summary and outlook

The Group performed well in 2005 with revenue and
underlying profits increasing substantially on the previous
year despite the potentiat distraction of acquiring and
commencing the integration of ACMI. The significant
amount of debt raised to finance the acquisition adds a
level of gearing to the Group’s balance sheet that should
improve shareholkder returns over time. However, it also
requires a disciplined approach 1o the management of
expenses and working capital. This core financial focus
for 2006 will be the strong base to support the exciting
growth prospects of the enlarged Gyrus Group.

SJB Shaw
Chief Financial Officer




CORPORATE
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Environmental policy at Gyrus

Gyrus believes in protecting the environment. When
developing products and manufacturing processes,
every effort is made to try 1o ensure that any adverse
effects on the erwironment are minimised. We endeavour
o use renewable resources wherever possible.

Gyrus's obiective is to achieve ISO 14001 certification
with respect to environmental policy.

Gyrus's policy is to:

>Comply with applicable environmental laws and
reguiations wherever it operates;

»>Encourage understanding of environmental issues in
general, and particularly as they relate to the medical
device and healthcare industry:

>ldentify, encourage awareness of, and include wherever
relevant, environrmentai issues in all aspects of decision
making within the Groug;

>Set refevant environmental targets and develop an
ethos of continuous improvement in each operation
to reduce the environmental impact of Gyrus's
products and processes on the external envirenment;

>Work with our suppliers to try to improve their
snvironmental management as it relates to products
and services they provide to Gyrus;

>Develop specific standard operating procedures for
each operation within Gyrus with regular audits to
monitor compliance;

>Be aware of and consider environmental issues in
the communities where our operations are located;

>Encourage empioyee participation in environmental
projects, such as recycling, waste reduction, energy
and water conservation; and

>Monitor progress and provide reports to the Beard

regarding enviranmental performance across the Group.

We routinely monitor, assess and amend this policy to
ensure it is relevant and appropriate to the environment
within which we live and work.

Health & Safety Policy

Gyrus regards the premotion of heakh and safety

as an essential parl of management and emplover
responsibilities. It believes in continuous improvement
as a basis for its approach to these areas. Gyrus is
committed to complying with applicable health and
safety laws and regulaticns wherever it operates.

Environmental, Health & Safety Committees
Each Gyrus location has an Environmental, Heaith &
Safety Committee with representatives from across
the business participating in ensuring that good
practices are adopted and implemented.




WwWwW.gyruspic.com

B is ong method of
communicating retevant
and timely information to
our stakehoiders and
investors.

\" \_«,*./  Our website
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Business Ethics

The Gyrus Group is committed to, and expects all of its
employees at all times to maintain, the highest standards
of business and personal integrity in all aspects of its
operations, We respect the law in the countries and
communities where we operate and accept and uphold
the principles contained in the United Nations Universal
Declaration of Human Rights.

Social Responsibility

The Gyrus Group is committed to conducting all aspects
of its business in a socially responsible way. We adopt
this ethos in all interactions with our key stakeholders —
our customers, shareholders, our employees, our
business pariners, the communities in which we operate
and society in general.

Specifically:

For our CUSTOMERS: We are committed to providing
innovative, cost-effective, procedure-enabling products
that help physicians around the world improve the
quality of life for their patienis. To deliver this we maintain
a significant investment in research and development.
Gyrus products are designed to be safe and refiable for
their intended use, and to comply with all legal and
regulatory requirements.

For our SHAREHOLDERS: We are commitied to
reporting in a timely, refiable and regular way, providing
clear information on our business and its performance.
Woe conduct our operations in accordance with generally
accepted principtes and rules of good corporate
governance and specificaily in accordance with the
listing rules of the Financial Services Authority.

For our PATIENTS: Gyrus products improve the guality
of life for patients around the world by reducing hospital
stays and allowing a quicker return to normal activities.

Far our EMPLOYEES: Gyrus believes its greatest

asset is its employees and is committed to attracting,
developing and retaining outstanding people. Gyrus's
employment policies are designed to provide equal
opportunities irrespective of colour, national or ethnic
crigin, religion, sex, and marital or disabled status. We
believe that it is a person’s abllity to perform the essential
functions and tasks of the position that is important.

For our BUSINESS PARTNERS: Gyrus believes that
working with cur suppliers in a spirit of partnership is
the best way to meet our objectives and we encourage
open and ethical relationships with our suppliers.

For our COMMUNITY AND SOCIETY: Gyrus sees
contribution to the communities in which we work as

a fundamental part of our sociat respensibiiity 1o the
communities in which we are located and to scciety

in general. We strive to be a good corporate citizen by
being an active member of each community in which

a Group Company is located and by encouraging and
supporting employees who undertake community work.




BOARD OF
DIRECTORS

1. Brian Steer
Executive Chairman

2. Roy Davis
Chief Operating Officer

3. Simon Shaw
Chief Financial Officer
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4. Michael Garner
Non-Executive Deputy Chairman

5. Professor Charles Cummings
Non-Executive Divector

6. Dr Charles Goodson-Wickes
Non-Executive Director

7. Keith Krzywickl
Non-Executive Director




1. Brian Steer

Executive Chairman and CEQ

Brian Steer, Executive Chairman and CEQ, is 72 years
old and has a wealth of international senior management
experience in the healthcare industry. He was President
of Zimmer International Inc from 1983 to 1993 and
prior to that was President of Travenol International
Services Inc. {now Baxter Healthcare Corparation)

and has considerable expsrience in internaticnal
markets for medical devices. He originally joined

Gyrus as a consuftant in January 1994, was appointed
to the Board in November 1994 and became Executive
Chairman in 1996. Mr Steer has overseen the
development of the Group's business organically

and by acquisition since its flotation in 1997.

2. Roy Davis

Chief Operating Officer

Roy Davis, Chief Operating Officer, is 50 years old and
has over 25 years of line management and strategic
consuiting experience. He joined Gyrus from NTERA, a

Nanctechnology company, where he was Chief Executive.

Before this he spent nearly 10 years with Arthur D. Little,
the global management consulting company, where he
was Vice President and Globat Head of its Operations
Management business. Mr Davig has also held senior
operational positions for Trican, Reuters and Molex in
the US, Taiwan and Europe. Before becoming Chief
Operating Officer Mr Davis served as a Non-Executive
Director of Gyrus from its fiotation in 1997. He has a
mechanical engineering degree and an MBA.

3. Simon Shaw

Chief Financial Officer

Simon Shaw, Chief Financtal Officer is 41 years old and
joined the group in Cctober 2003 to take responsibility
for the Group financial management, financial sirategy
and investor relations. He is non-executive Chairman of
Synairgen, listed on AIM. Mr Shaw was Chief Operating
Officer of Profile Therapeutics pic, a listed drug delivery
and medical devices business, from 1997 to 2003,
Prior t& 1997 he was & corporate financier, iatterly

with Hambros Bank. He qualified as a Chartered
Accountant in 1990.

Gyrus Group PLC
Annwal Reporl and Accounts 2005

29

4. Michael Garner

Non-Executive Deputy Chairman

Michaei Garner, Nen-Executive Deputy Chairman, is
68 years old and was the Finance Director of Tl Group
PLC from 1979 to 1993. Since then he has been a Non-
Executive Director of a number of companies including
Enterprise Inns plc from Septernber 1885 to January
2005. He was a founder member of the Accounting
Standards Board and has been a member of The
Hundred Group of Finance directors since 1978.

He is the Chairman of the Audit Cornmittee.

5. Professor Charies Cummings

Non-Executive Director

Professor Charles Cummings, Non-Executive Directoy,
is 70 years oid and is the director Emeritus of
Ctolaryngology — Head and Neck Surgery at the Johns
Hopkins Hospital in Baltimore, Maryland, US and is

on the Board of Directors of Johns Hopkins Medicine.
He has written over 125 scientific papers, is a past
prasident of both the American Scciety for Head

and Neck Surgery and the American Academy of
Otolaryngology, Head and Neck Surgery and has served
on the American Board of Otolaryngology for 19 years.

6. Dr Charles Goodson-Wickes D.L.
Non-Executive Director

Dr Charles Goodson-Wicks, Non-Executive Director, is
60 years old and is qualified both as a physician and
a barrister. He has held appointments in the NHS, has
seen active service in the Army as a Medical Officer
and built up his occupational medicine practices. He
was a Member of Parliament for 10 years, serving as
Parliamentary Private Secretary in three Government
departments. He currently hoids a number of Non-
Executive Directorships. He is Chairman of the
Remuneration Cemmittee.

7. Keith Krzywicki

Non-Executive Director

Keith Krzywicki, Non-Executive Director, is 61 years old
and has over 30 years' experience in the Pharmaceutical
Industry with responsibility for manufacturing and
comrercial operations. He has held Chief Executive
positions in Denmark and Belgium and from 1980 until
2003 was President of Pharmacia Ltd, UK and Ireland.




DIRECTORS’
REPORT

The Directors present their report and audited financial staiements for the year ended 31 Decernber 2005.

Principat Activities
The Group designs, develops, manufactures and markets advanced surgical systems. It develops innovative lissue management and visualisation
systems for minimally invasive surgery.

A full discussion of the Group’s resulis, activities and future developments can be found in the Chairman’s Staternent, the Business Reviews and
the Financial Review on pages 02 to 25.

Results and Dividends
The audited financial statements are set out on pages 44 1o 79. The Group made a profit alter taxation for the year ended 31 December 2005 of
£6,276,000 {2004 profit after 1axation of £8,483,000). The Directors do not recommend the payment of a dividend.

Directors
The Directors who held office during the year were:

BL Steer Executive Chairman

SJB Shaw Chigf Financial Cfficer

GR Davis Chiet Operating Officer {appointed as director 1 April 2005)

MF Garner Independant Non-Executive Director. Deputy Chairman and Senior independent Director
C Goodson-Wickes Independent Non-Executive Direcior

KT Krzywicki Independent MNon-Executive Director

CW Cummings Independent Non-Executive Director

NM Goble Non-ingependent Non-Executive Director (resigned 15 March 2006)

Remuneration

Details of Directors’ remuneration is included in the Birectors' Remuneration Report on pages 37 to 42,

Substantial Shareholdings
At 1 March 2006, substantial interests in the issued share capital of the Company, notified and registered in accordance with section 198 of the
Companies Act 1985, were as follows:

Nurnber of Percenage of

ordinary shares. issued sham caprial

Fidelity Investments 15,825,531 10.84%
Framlington nvestment Management 9,329,136 6.38%
Scottish Widows B,427,377 5.77%
Legal & General Group 7,186,445 4.95%
Aviva pic 5,810,884 4.00%
Rovyal London Asset Management , 5,041,784 3.47%
Standard Life Investmenits 4,751,165 3.27%

Directors' interests in Shares
The interests of the Directors and their families in the share capital of the Company appearing in the register of director's interests were as follows:

Ordlinary shares Crcnary shares

31 Dacember 2006 31 December 2004
Executive
BL Steer (nate 1) 572,865 552,865
SJB Shaw 18,000 10,000
GR Davis (note 2) 4,000 -
Non-executive
MF Garner 20,010 12,010
C Goodson-Wickes 10,000 6,586
KT Krzywicki 8,000 -
CW Cummings 4500 2,500
NM Goble (note 3) 40,000 2,840,000
Notes:

(1) inchudes 321,617 ordinary shares hek! by Rayal and Sun AEance Inc for the benafit of Mr BL and Mrs S Steer,
{23 Mr GR Davis held no shares at the tme of his appontment to the Board on 1 Aprl 2005,
3 Comprises ordinary shares held by a family trust for the beneft of M Goble and his family.

There have been no changes to Direciors’ shareholdings since 31 December 2005.
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Directors' Interests in Contracts

None of the Directors had a beneficial interest in any contract of any significance in relation to the business of the Company or its subsidiaries at
any time during the financial year with the exception of NM Goble's interest in Rhytec Limited. In December 2004 Gyrus invested in Rhytec Uimitad
a company in which Or Goble had a 12.3% interest at 31 December 2005. Gyrus's investment represents a minority 15.5% equity stake. Rhylec
ard Gyrus's Partnered Technologies Division work closely on the deveiopment and supply of products into the cosmetic ang dermatolegical
surgery market.

Auditors
A resolution 16 re-appoint KPMG Audit Pic as auditors of the Company is to be proposed at the forthcoming Annual General Meeting, o be held

or 2 May 2006.

Corporate Governance

Appilication of the Principies set out in the Combined Code

Throughout the year to 31 December 2005, the Company complied with the provisions of the Revised Combined Code On Corporate Governance
issued by the Financial Reporting Council in July 2003 except for the non-separation of the roles ¢f Chairman and Chief Executive Officer which is
explained below in the section headed 'Board of Directors'. The Board considers that it applies the principles of the Combined Code in an
appropriate and effective manner. This is demonstrated as follows:

Board of Directors

Until 1 Agril 2005, the Group was managed by & Board of Directors comprised of seven Directors. The names of the Directors together with their
biographical details are set out on page 29. Al the Directors served throughout the period under review, From 1 April, the number of Directors was
increased to eight with the appointment 1o the Beard of GR Davis, Chief Operating Officer. Five of the Directors were Non-Executive Directors and,
with the exception of Dr Goble, all the Non-Executive Directors are considered independent based on the guidelines in the Combined Code.

Al of the Non-Executive Directars bring strong independent judgemert and considerable knowledge and experience 1o bear in matters of strategy,
performance, resources, corporate governance and financial control. From time to time, the Chairman holds meetings with the Non-Executive
Directors without the executives present,

The Board meets at least seven times a year and has adopted a forma! schedule of matters specifically reserved for its decision. This includes
overall Group strategy, planning for the succession of the executive and the Board itself, approving appointments of Board Directors and of the
Company Secretary, financing amangements, material licensing transactions, acquisitions and disposals of companies, approval of the annual
budget, major capfial expenditure, risk management, treasury policies and the operation of internal controls, At each meeting the Board is briefed
on issues arising, reviews the progress of the Group towards fts objectives and monitors financial performance against bugiget.

The Company Secretary is responsible for advising the Board through the Chairman on gl governance matters. All Directors have access to the
advice and services of the Company Secretary. They are encouraged regularty 10 update and refresh their skills and knowledge, for example,
through attending courses on technical areas or external brisfings for Non-Executive Directors, Newly appointed Directors are provided with
appropriate induction training. The Board has established a procedure for Directors to take, if necessary, independent professionat advice at the
Group's expense. Appropriate Directors and Officers' liabiity insurance has been arranged by the Company.

All Board memnbers receive monthly management accounts and regular management reports enabling them 1o review the Group's performance
against agreed objectives. Regular reports and papers are circulated to Directors in a timely manner in preparation for Board and Committee
meetings. This information includes items specifically requested by the Non-Executive Directors from time to time.

The terms and conditions of appointment of Non-Executive Directors are available for inspection by request at the Company's registerad office
during normal business hours and at the AGM.

The Board is led by Bl. Siear who holds dual responsibility as both Chairman and Chief Exacutive Officer, The Board is aware that Mr Steer's role
as both Chairman and CEQ is contrary to the recommeandations of the Revised Combined Code. The current position derives from the origins of
the Company and Mr Steer's entrepreneurial role in growing the organisation. It is planned that Mr Steer will relinguish responsbility at the end of
2007 and it is not envisaged that the rofe of Chairman and Chief Executive will be exercised by one individual following Mr Steer's retirement.

Mr Steer has no other significant business commitmenits.

The dual role performed by Mr Steer is balanced by a strong independent non-executive prasence on the Board of Directors including an
experienced Deputy Chairman ang Senior Independent Director, MF Garner. In addition there is the Executive Committee which meets monthly and
is responsible for the creation and imglementation of Gyrus's strategy, reporting to the Gyrus Group PLC Board of Directors. In addition to the
Executive Chairman, the Executive Committee includes four senior executives with clearly defined responsibilities: SJB Shaw, Chief Financial Officer,
has responsibility for Finance, Legal and Investeor Relations, GR Davis, Chief Operating Officer, has responsibitity for Operations, Information
Technology, Human Resources and the integration of the ACMI business acquired in 2005, TF Murphy, US-based Exgcutive Vice President, has
responsibility for salas and marketing and Frank D’Ametfic, Chief Technology Officer, is rasponsible for research and development.

The Operating Board, which comprises the Executive Committes, the Divisional Presidents, the US-based Group Vice President of Finance and the
Vice President of Legal Affairs, is primarily responsible for the implementation of Group Strategy and tactical development, It meets at [east six
times per year.
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The number of fult Board Meetings and Committee meetings attended by each director during the year was as follows:

Scheduked Board Aucit Rerv. mgralior Nominzten
Name Meelings Cornmatioe Comeiitee Conmmitiee
BL Steer 8 N/A N/A 2
SJB Shaw 8 N/A N/A N/A
GR Davis 8 N/A N/A N/A
MF Garner 8 3 G Z
C Goodson-Wickes 8 3 6 2
KT Krzywicki 8 3 N/A N/A
CW Cummings 8 N 6 NAA
NM Goble 3 NZA INFA NA
Nurnber of meetings in 2005 8 3 [ 2

in addition to the scheduled full Board Meetings there were three additional Board meatings and thres additionai Remuneration Committee
mestings to consider specific matters which ware ali properly constituted.

Appointments to the Beard and Re-election of Directors

There is 2 Nemination Committes to consider the appointment of new Directors and make recommendations to the Board. All Directors’ terms of
appointment are governed by the Company's Articles of Association requiring that all Oirectors should be subject to election by shareholders at the
first AGM following their appointment and that at each AGM one third of the Direclors retire and submit themselves for re-eppointment.

During the year, the Board approved that GR Davis be appointed as an Executive Directer with effect from 7 Aprit 2005 and sharehoider approval
of this appointment was obtained at the 2005 AGM. Mr Davis was a Non-Executive Director of the Company from October 1987 10 September
2003 when he relinquished his rola as Non-Executive Director to take up his currert position as Chief Operating Officer with the Group.

Since the year-end Dr Goble has resigned as a Non-Executive Director in order 1o focus on his role as CEQ of Rhytec Limited, a company in which
the Group has an equity investment.

SJB Shaw retires by rotation pursuant to Article 113 of the Articles of Association and stands for re-election at the forthcoming AGM.

The Companies Articles do nat reguire Board members to retire al 70 years of age but as a matter of best practice board members over 70 years
stand for re-election on an annual basis, accordingly BL Steer and Cw Cummings stand for re-election at the forthcoming AGM.

MF Gamner and C Goodson-Wickes, who have already served eight years as independent Non-Executive Directors and were re-elected at the 2005
AGM for one year, retire and submit themseives for ro-glection at the forthcoming AGM for a further year. The Board has undertaken rigorous
format performance reviews and has concluded that both Diractors continue to be effective and 1o demonstrate indepandence and commitment.

In order to give efiect 1o the Nomination Committee’s recommencation to extend BL Steers' contract of senvice untit 31 December 2007, a
resolution to approve this extension will be put to the forthcoming AGM,

Biographical details of all Directors standing for re-election at the AGM and the Board's reasons for recommending their re-election are ¢entained in
the Notice of AGM which will be sent to al shargholders.

Board Performance Evaluation

A formal process of Board performance evaluation was foliowed during the year which included individual completion by all Board members of
questionnaires regarding the effectiveness of the Board and of each of the Board committees together with discussion by the Board of the
performance evaluation results and agreement of actions arising. Individual evaluations of each Board member were performed by the Chairman
and discussed with the relevant Director on a one to one basis. The independent Non-Executive Directors, led by the Senior Independent Director
meet annually 1o conduct a performance evaluation of the Chairman and take into account the views of the executive Diraciors.
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Board Committees
Audit Committes
The Audit Committea is comprised of three Non-Executive Directors, MF Garner (Chairman), C Goodson-Wickes and KT Krzywicki.

The Chairman of the Audit Committee has a wealth of experienca in finance in both an executive and non-exgcutive capacity. The Board considers
that Mr Garner provides the Audit Committee with the necessary recent and relevant financizl experience required by the Smith guidelines and the
Combined Code. His biographical details can be found on page 29.

The mein responsibiities of the Committee as defined under its agreed terms of reference are:

= To review the appointment of the external auditor and assess the independence of the external auditor.

« To review and recommend the audit fee to the board and pre-approve any fees in respect of non audit services provided by 1he externat auditor
and 10 ensure that the provision of non audit services does not impair tha external auditors’ independence or objsctivity.

* o review with the external auditcr the nature and scope of the extarnal audit.

« To review the external auditor's management letter and management's response.

+ To regularly review the need for a formal internal audit function and make appropriate recommendations 1o the Board.

= To review the Company's procedures for handiing allegations frorn whistleblowers.

+ To review management's reperts on the effectiveness of systems for internal financial control, financial reporiing and sisk managament.

¢« Toreview, and challenge where necessary, the actions and judgements of management in relation 1o the interim and annual financial statements
befora submission 1o the Board.

« To review the Company's statement on internal control systems prior 10 endorsement by the Board and to review the policies and processes for
identifying and assessing business risks and the management of those risks by the Company.

The Audit Commiitee meets at least three times a vear to discharge its responsibilities and provides the forum through which the Group's external
auditors report 1o the Board, Executive Directors and finance management are regulerly invited to attend Audit Committee mestings but the
Committee meets at least annually with the external auditor in the absence of executives and management.

The Audit Committes continually reviews the need for a formal internal audit function. Despile the increase in size of the Group during 2605,

in the light of the involverment of Group finance staff in regular reviews of the finances and controls operating in subsidiary companies, the Audit
Committee has concluded that a separate internal audit department is ot reguired at this stage in the Group’s development. Howaver, the Audit
Commitiee and management have agreed to increase the amount of time spent by finance staff on internal audit and peer review duties and to
formalise the reporting of such activities to the Audit Committes.

External suditor objectivity and independence is safeguarded by a policy that any non audit services over £10,000, other than tax compliance and
advisory work, must be pre-authorised by the Audit Committee and be supported by a tender process where appropriate. Details of the amounts
paid to the external auditors during the year for audit and other services are set out on page 59 in note 5 10 the financial statements.

Remuneration Commitiee

The Remuneration Cormmittee is comprised of three Non-Execuitive Directors, C Goodson-Wickes (Chairmary, MF Garner and CW Cummings,
Details of the role and responshbilities of the Remuneration Committee and the Company’s Remuneration Policy are given in the Directors'
Remuneration Report on pages 37 to 42.

Nomination Committee

The Nomination Commitiee is comprised of three members, the Executive Chairman, BL Steer (Chairman of the Nomination Committee),
Deputy Chairman and Senior independent Director, MF Garner {Deputy Chairman of the Nomination Committae), and Non-Executive Director
C Goodson-Wickes. The Committee meets at least once a year and more frequently when required. In 2005, the Committee met twice,

The main role of the Commitiee is to:

¢« Regularty review the structure, size and composition of the Board and make recommendations 10 the Board with regard to any
adjustments it deems necessary.

* Prepare a description of the role and capabilities required for a particutar appointment including the time commitment reguired.

+ Identify and nominate for the approval of the Board suitable candidates to fill board vacancies.

* Recommend to the Board whether or not Directors retiring by rotation should be put forward for re-appoirtmant at the next
Annual General Mesating.

« Satisfy itseff with regard to succession planning with regard to both Board and senior appointments.

The Executive Chairman does not chair the Nomination Committes when it deals with matters relating to the appointment of a successor to the
Chairmanship of the Board or the role of CEQ. The Deputy Chairman chairs the Nomination Committee on these occasions and may request the
attendance of all the independent Non-Executive Directors.
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The Nomination Committee intends to engage an exiernal adviser to conduct a skills and attributes audit of the Senior Management Team in 2006,
It has also determined to seek additional Non-Executive Director candidates as part of its broader succession planning semit.

The terms of reference for each of the Board Comimittee’'s may be obtained from the Company Secretary or from the Company's website:
http:/Awww.gyrusple.com

Relations with Sharehotders

Institutional tnvestors

The Group has designated BL Steer, Executive Chaimnan, and SJB Shaw, Chief Financiat Officer, as its principal spokesmen with institutional
investors, analysts, press and other interestad parties. Meetings are held with the Group's institutional investors at teast twice a year lfollowing
the interim and final results announcements). Visits ta the Group's operating facllities are arranged on a regular basis depending upon demand

AB members of the Board are encouraged to attend analyst or brokers' briefings to develop an understanding of the views of shareholders.

In addition, the Executive Chairman and CFO provide feedback to the Board at least twice & year on issues raised with them in meetings with
shareholders. The AGM is normally atiended by all Directors and shareholders are invited to ask questions during the meeting and to meet with
Directors after the formal proceedings.

The Senior Independent Director, MF Garner, is availabls to shareholders if they have concerns for which the normal channels of communication
through the Executive Chairman or CFO are inappropriate. Major shareholders are offered the opportunity to mest new Directors and investors
may request meetings with Directors, including the Senior Independent Director.

Private Investors
All shareholders are sent copies of the Interim and Annual Reperts and are given notice to enable them 10 attend the Company's Annual General
Meeting and any Extraordinary General Meetings. Shareholders whose shares are held by nominees may receive the information an reguest.

Information on the Group, its products and technology, press releases, and the Interim and Annual Reporis may be found on the Group's websie:
http:/www.gyrusple.com

internal Control
The provisions of the Cede in respect of internal controls require that Directors review alf controls including operational, compliance and risk
management, as well as financial controls.

The Directors, through the Audit Committee, have reviewed the effectiveness of the Group's systern of internal control during the pericd covered by
the Annual Report and Accounts and for the period to the date of approval. The Directors acknowledge their responsibility for ensuring that the
Group maintains an adequate system of internal contro! and for reviewing its effectiveness. However, it is noted that any system of internal control
can ony be designed to manage rather than to eliminate the risk of failure to achieve business obiectives and can only provide reasonable and not
absoluie assurance against rmaterial missiatemnent or loss.

The key elements of the Group's internal control system are as follows:

Control environment

= An organisation structure with clearly defined responsibilities and levels of authority.

A systern of budgetary control.

The appointment of experienced and protessional siaff with the necessary ability to fulfil their allotted responsibilities.

Regular monitoring of kay areas of business risk.

An approved Group policies and procedures manual and a self-certification process for management to confirm compliance.

Control Procedures, Monitoring and Risk Assessment
The Group has a framework of contral procedures that are communicated to all relevant employees.

There is an ongoing process for identifying, evaluating and managing the significant risks faced by the Group. The risk assessment process involves
the senior management of all the Group’s busingsses in addition to the Group's executive Directors and the Executive Commitiee. The results of
these assessments are summarised and the results reviewed regularly by the Board. In ine with the Turnbull guidance, the process is designed to
enable management to determine the Lkelihood of the risk, the adequacy of controls in place to minimise the occurence of the risk and the
appointment of an individual to be responsible to the Board for mitigating or managing that risk.
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Management Informaticn

: Tha Group has a comprehensive process of medium term planning, annual budgets, mid-period forecasts and detailed menthly reporting of

f rerformance against budget. The annual budgets are reviewed and revised. if appropriate, by the executive Directors before formal approval by
the Board. The Group seeks continuous improvement of its management information systems.

Going Concern
Aher making detailed enquiries, the Board has a reasonable expectation that the Group has adequate resources to continue in operational
axistence for the foreseeable future and accordingly continues to adopt the going concern basis in preparing the financial statements.

EU-adopted International Financial Reporting Standards

Eor reporting periods on or 2fter 1 January 2005, the consolidated accounts of the Group must comply with EU-adopted International Financial
Reporting Standards (IFRS) and accordingly the 2005 financial statements have been prepared under IFRS. The Company only Financial
Statements have been prepared under UK GAAP (UK Generally Accepted Accounting Practice).

Employees

The Group continued its policy of praviding regular information on the financial performance, business activities and releted matters to ali
employess. Extensive team briefing is operationa! in the Group to ensure employee awareness of factors affecting Group performance and their
in/olvement in decisions.

Group policy with regard to disabled people is to provide equal employment opportunity by giving full and fair consideration to their applications for
employment and continuing emplayment, wherever possible, of employees who become disabled and providing suitable opportunities for their
training, career development and promotion.

4
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Policy on payment of suppliers

It is the Group’s policy to agres the terms of payment with all suppliers when entering into a transaction, to ensure that &ll suppliers are aware
of the terms of payment and pay them in accerdance with their agreed terms and conditions. Tne Group's average creditor payment period at
31 December 2005 was 35 days (2004: 27 days) and the Company's average creditor payment period at 31 December 2005 was 33 days
{2004: 41 days}).

o,

Donations and contributions
Ouring the year the Group made charitable donations of £19,173 (2004: £5.314). Mo pditical donations were made during the current or
preceding year.

Market value of land
In the opinion of the Directors there is no material diffierence between the market value of the land owned by the Group and the value included in
the batance shest.

[ - S

By order of the Board

R Honig
Company Secretary
15 March 2006

o
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STATEMENT OF
DIRECTORS’
RESPONSIBILITIES

Statement of Directors' Responsibilities in respect of the Annual Report and the financial statements
The Directors are responsible for preparing the Annual Report and the Group and Parent Company linancial statements. in accordance with
applicable law and regulations,

Company law requires Directors to prepare Group and Parent Company financial staterments for each financiat year. Urder that law the Directors are
required to prepare the Group financial staternents in accordance with IFRS as adopted by the EU and have elected to prepare the Parent Company's
financial statements in accordance with LUK Accounting Standards.

The Group financial staterents are required by law and IFRS as adopted by the EU to present fairly the financial position and performance of the
Group. the Companies Act 1985 provides in relation to such financial statements that references in the relevant part of that Act to financial statements
giving a trug and fair view are references to their achieving a fair presentation,

The Parent Company's financlal statements are required by law to give a true and fair view of the stale of affairs of the Parent Company.

In preparing each of the Group and Parent financial statements, ihe Directors are required to:

= select suitable accounting policies and then apply them consistently:

* make judgements and estimates that are reascnable and prudent;

= for the Group financial statements, stata whether they have been prepared in accordance with IFRS as adopted by the EU;

« for the Parent Company financial statements, state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the Parent Company’s financial statements; and

+ prepars the financial staternents on the going concern basis untess i is inappropriate to presume that the Group and the Parent Company will
continue in business,

The Directors are responsible for keeping proper accounting records that disclose with reascnable accuracy at any time the financial position
of the Parent Company and enable them to ensure that the financial statements comply with the Companies Act 1985. They have general
responsibility for taking such steps as are reasonably open 1o them to safeguard the assets of the Group and to prevent and detect fraud and
other imegularities.

Under applicable law and regulations, the Directors are also responsible for preparing a Directors’ Report, Directors’ Remuneration Report and
Corporate Governance Statement that comply with that law and those regulations.

The Directors are responsible for the maintenance and integrity of the corporate and financial information included on the Company's website.
Legislation in the UK governing the preparaiion and dissemination of financial statements may differ from legislation in other jurisdictions.
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DIRECTORS’
REMUNERATION
REPORT

Consideration of matters relating to Directors’ remuneration

The Remuneration Committee currently comprisas three Non-Executive Directors, C Goodson-Wickes {Chairman}, MF Garner and CW Cummings.
All of thase Non-Executive Directors are indepencent. The Executive Chairman and other senior executives attand meetings from time 1o tme at
the invitation of the Committee.

The Committee meets at least four times a year and more frequently when required. as was the case in 2005 when the Company introduced a new
Long Term Incentive Plan and considered retention and remuneration issues asscciated with senior staff joining the Group as a result of the
acqiLisition of ACML. It performs its duties under formal terms of reference which include determining with the Board the Company's broad policy for
axecutive rernuneration and, within the terms of this agreed framework, determining the total individual remuneration packages (including pension I
rights, performance-related bonus plan and share option awards} for each of the Executive Directors and the Operating Soard. In addition to

authorising the granting of share options fo executives and other employees within the rules of the existing share plans, the Remuneration |
Committee is responsible for making appropriate recommendaticns to the Board with regard to the introduction of, or changes in, share option .
plans or other long ierm incentive arrangements.

tle director or manager is involved in any decisions as 1o his or her own remuneration. The Committes is consulted on. and netified of. all senior
management appoiniments and related remuneration. It is also consulted on major organisational change.

Fees for Non-Executive Directors are proposed by the Executive Chairman, after taking inio account fees paid by similar companies. and are ,
approved by the Board.

The Remuneratiocn Committee has access o independent advice where it considers it appropriate. During the year such advice was received
from New Bridge Street Consuftants LLPF, which is the Remuneration Committee’s retained adviser. New Bridge Streat Consuitants have no other
connection with the Group and did not provide any other services to any company in the Group during the financiai year other than advising the
Executiva Chairman during a review of fees for the Non-Executive Directors.

Remuneration Poficy

Remuneration policy centres on ensuring that remuneration packages are sufficiently cormnpetitive to attract, retain and motivate the right calibre
of Executive Director and senior manager for each individual function, taking into account the Group's particutar activities and its stage of
development. The remuneration packages are also designed to align the interests of shareholders and executives with a view 10 encouraging
comynitment to the development of the Group for the long term enhancement of shareholder value. in detarmining remuneration packages jor
senior executives the Board has regard to pay and conditions eisewhere in the Group.

The policy in respect of Directors’ remuneration for the forthcoming year is as follows:

Policy on relative importance of performance linked and non-performance finked pay

It is the Group’s poficy to emphasise the performance inked element of remuneration as it believes this policy 1o be in the interasts of sharsholders.

It does this by rewarding execulives with a remuneration package incorporating a moderate basic salary, which is not performance linked, together

wilh participation in the performance linksd Annual Bonus Plan and Share Incentive Plans, The potential remuneration linked to perfcrmance is

intended to be a sigrificant proportion of the total remuneration packags. At the ‘target’ level for incentives it is estimated that 40-45% of total pay
comprises performance-related pay. |

Basic Salaries

Executive Directors' salaries are normally raviewed annually taking into consideration individual performance over the previous 12 months and pay
ang employment ¢onditions elsewhera in the Group. The Remuneration Committes also uses information provided by its advisor refating to rates
of pay for similar positions in similar businesses and in UK companies with a similar market capitalisation. Basic salaries and lotal remuneration are
set at broadly marke! median levels. A salary review was undertaken duting the year, with effect from 1 August 2005, which teok account of the
Executives' increased responsibiities in the enlarged Group following the acquisition of ACMI.

Pensions

The Group contributes 10% of basic salary 10 & non-contributory defined contribution pension scheme for SUB Shaw and GR Davis. BL Steer,
Executive Chairman, receives an annual pension contribution of £98,000 with paymenis being spread equally over the year. The contributions
are made o a non-contributory defined contribution scheme. The Rermuneration Committes considers this appropriate in the context of his
total remuneration package and thare remains & sensible balance between fixed and performance related remuneration. Actual contributions
for Execiutive Directors to pension plans in 2005 are shown in the Directors’ emoluments table on page 40. Non-Executive Direclors’ fees are
non-pensionable.
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Performance Related Annual Bonus Plan

Annua! bonus payments are conditional upon demanding performance criteria so as to align incentive awards paid to Directors diractly with

the interests of shareholders. For 2006 bonuses will be payable on achievernent of demanding profit before 1ax targets. As in previous vears, a
maximum of 50% of an Executive Director’s average basic salary for the financial year under review is payable for achievement at the targeted
level, where the target is designed to be stretching but achigvable. In addition, the Executive Committee, including the Executive Directors, have

an oppeortunity to increase their bonus potential to @ maximum of 100% of basic salary if reported Group earnings performance exceeds the
already dernanding target. The additional bonus above 50% and up to 100% of basic salary is payable for the achievement of predetermined
Group earnings targets and requires exceptional Group performance for the full bonuses to be earned. Bonuses paid to Executive Directors relating
to the Group's performance in 2005 are shown in the Director's emoluments table on page 40, The Non-Executive Directors do not participate in
the annua! bornus plan.

Long Term Incentive Plans

The Board believes that share participation plans are an important element in attracting, retaining and rewarding executives and employees,
and aligning their interests with those of shareholders. The majority of employees of the Group are sble to participate in either the Save As You
Earn Scheme or US Employee Share Purchase Plan following an initial period of service. As reporied in the 2004 Remuneration Report. the
Remuneration Committee undertock a comprehensive review of iong term incentive arrangements for senior exacutives at the end of 2004 and
concluded that the existing Executive Share Option Scheme ('ESCS") should be replaced with a new Long Term Incentive Plan. A resolution to
adopt the 2005 Lang Term Incentive Pian (‘'LTIP’) was approved at the 2005 AGM. Under the LTIP. senior executives and other employees may
be granted a conditional award of free shares which will normally only vest if demanding performance conditions are achieved over a three-year
period and if the grantee remains an employee of the Group. The LTIP is now the primary long term incentive plan for senior executives and it is
erwisaged that the Executive Directors and other senior executives will receive an annual award uncer the plan. Following the adoption of the LTIP.
it is intended that no further opticns will be granted under the ESOS, other than in exceptional circumstances or to meet the requirements of
jurisdiictions where the LTIP is non-operable.

Under the terms of the 'Plan’, normally an individual may not receive awards in any financial year over shares having a market value on grant in
axcess of 100% of his or her annual salary in that financial year and Executive Directors are expectad to retain no fewer than 50% of shares
acquired upon the vesting of awards under the LTIP, net of taxes, until such time as, in combination with any other shares the executives may
have acquired, they hold shares with a value equivalent to 100% of base salary.

The Remuneration Committee believes that the LTIP provides a good link between reward and performance and aligns the interests of exscutives
and investors.

LTIP Performance conditions

Vesting of awards under the LTIP is subject to the achievement of stretching performance conditions based on growth in the Company's earnings
per share over a fixed three-year pericd, beginning on the first day of the financial year in which the award is granted, with no provision 1o retest.
The Committee considers that EPS growth alone is the most appropriate measure of performance for the time being as it allows the Company to
grant and struciure awards in both the UK and US on the same basis, where previously under the ESOS only options granted in the UK were
subject to a performance target, based on Total Sharcholder Return. As awards are also granted to US employess, it was not felt apprepriate to
have & UK measure of inflation as a benchmark against which to compare EPS growth and therefore the performance condition has not been
expressed as RPI+% growth. This fact has been taken into account in determining the growth rates for the purposes of performance conditions.

All awards will lapse at the end of the appiicable performance period 1o the extent that the applicable performance condition has not been satisfied.
In the event of an offer for the Company being accepied by the Board during the performance period, the LTIP awards shall vest at completion to
the extent that applicable performance conditions have been satisfied.

Performance Conditions for the 2005 LTIP Awards
The first award was made under the LTIP in May 2005 shonlly after the approval of the plan by shareholders at the 2005 AGM.

For these initial awards {including awards tc employeses in the US) the performance conditions were described in the details of the plan circulated
to sharsholders in the AGM notice. Vesting of an award is based on the growth in the Company’s eamings per share (‘EPS’) from a 2004 base,
as follows:

Average annual Adjusted EPS growth Proportion of

over threa financal years Award Vesting

8% (i.e. 24% over 3 years) 25%

18% (i.e. 54% over 3 years) 100%

8% 10 18% Between 25% and 100% on a pro rata basis
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In connection with the acquisition of ACMI, the Remuneration Committee agreed that a special one-cff eward shouid be made o approximately

25 senior executives within the enlarged Group under the 2005 Long Term Incentive Plan. Although shareholder approval was not required for this
award, as a matter of good corporate governance and transparency with shareholders, a separate resoiuticn was propesed and approved at an
Extraordinary General Meeting in July 2005. in determining these additional awards, the Remuneration Committee was satisfied that the acquisition
would materially transform the Company and that the additional LTIP award, which is subject to extremely dermanding EPS performance conditions,
would provide a significant and meaningful incentive to reward the effective and efficient integration of ACMI into the enlarged Groug. In exceptional
circumstances, the rutes of the LTIP provide that the Remuneration Committee miay grant awards in excess of the one times salary limit and the
grant levels to individual Directors and Executive Committee members were over shares worth between approximately 100% and 400% of salary.

The performance condition to determine vesting of the special award is also based upon growth in EPS over three financial years using the 2004
EPS as a base. The growth targets start at the top end of the performance condition for the annual award and are more stretching to reflact the
significance of the special award. Furthermore. the vesting levels are significantly geared towards the achievernent of targets at the upper end of
the EPS growth range. The EPS growth targets are as foliows:

Average annual Adsted EPS growth Proportion of

gver three financial years Awerd Vesting
18%-20% 0-9% pro rata
25% 17.5%

30% 40%

35% 66%

40% 100%

Straight line interpolation between the points

The Remuneration Committee is satisfied that the range of targets is a stretching incentive and the award strongly aligns the interasts of executives
and investors. In the light of this award, the Remuneration Committee has modified its policy regarding shareholding guidelines for Executive
Directors by increasing the required level of sharehclding from 100% tc 200% of annual salary.

In the case of both the normal and 'special’ LTIP awards in 20085, the performance conditions witt not be subject to retesting and EPS is the
Adjusted Basic EPS excluding amortisation of intanglble assets, charges relating to share based payments and, at the discretion of the
Remuneration Gomimitiee, exceptional items such as restructuring costs. The Remuneration Committee is required to ensure that there is
consistency of treatment in the calculation of EPS under International Financial Reporting Standards.

Service Contracts

The Company has service contracts with its Executive Directors. it is Company policy that contracts should contain notice periods of not more
than 12 months. The Company’s policy is that the Company shall be entitted {0 terminate the appointment immediately by paving to an Executive
Director a payment in lieu of notice which shall be calculated with regard to the director's common law duty to mitigate his loss.

Details of the contracts currently in place for Execufive Directors who served during 2005 are as folows:

Notice Notice Provision for

Data of panod raguired pariod requirsd compensation for

contract from Company from direcior loss ol office

Bl Steer 25 June 2002 as amended 6 May 2004 six months six months Payment n lieu of notice -
six months basic salary only

SJB Shaw 9 September 2003 six months six months Payrment in lieu of notice which

shalt be calculated with regard to

the Executive's common law

duty to mitigate his loss

GR Davis 9 Septamber 2003 six months six months Payment in fieu of notice which
shall be calculated with regard to

the Executive's common law

duty to mitigate his loss

All of the Executive Directors’ service contracts are rolling contracts except for Mr Steer's contract which expires when he refinguishes his
responsibilities. it is planned that Mr Steer will relinquish responsibifity at the end of 2007.

Non-Executive Directors’ terms of appointment are governed by contracts for services. The contracts outline the role of the Non-Executive Director,
fess to be paid, anticipated time commitment necessary to meet the expectations of the role, and tha need to retire and submit themselives for
re-appointment at least once evary three years. The contract can be terminated by either parly upon six months’ written notice. There is no
provision for compensation to te payable upon early termination of the contracts.
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The Board belisves that the holding of other Directorships outsice the Company by Exacuti e Directors is beneficial for the Group in tarms of

training and experience. N is therefore the Company's policy that Executive Directors may hotd other Directorships and may refein any fees from '
these Directorships. as long as the company concerned is not in a competing business and the time spent on the outsicle Direciorship doas not

interfere with the director's role within the Company. During 2005, Mr Davis and Mr Shaw had reported earnings of £12,000 and £25,000

respectively from other Non-Executive Directorships.

Individual Aspects of Remuneration
Details of individual emoluments and compensation

1
|
Auditable Information 1
The emoluments in respect of quaifying services and compensation of each person who served as a director during the year were as follows: |

Performance Totel Total E
relatec srhalumen’s emoIments '
annual exchudig exciudig Pensior, Pensicn I
Salares/fees bonuses Benefis Censions pansions contributions contriutions
2005 2006 2005 2005 2004 2008 2004 '
£0C0 £000 £00G JALRY 2000 000 000 |
Executive
BL Steer (Chainman) 278 278 19 573 464 aB 98 |
GR Davis 204 204 32 440 - 22 - |
SJB Shaw 18C 180 17 377 337 18 16
NM Goble - - - - 131 - 14 I
Non-executive |
MF Garner 54 - - B4 50 - - i
C Goodsen-Wickes 42 - - 4z 40 - - |
KT Krzywicki 31 - - a1 30 - - . i
CW Cummings 31 - - 31 30 - - :
NM Gobla 30 - - 30 13 - -
Total 850 662 58 1,580 1,075 138 128 c i
HNotes: 4

No peyments were made to any director in respect of compensaton for loss of office n 2005 or 2004 '
Benefits receivable consist of the provision of cars and car allowances, ife assurance and madical cover i -
C Goodson-Wickes' fees are paid to Medarc Lnwted. a company controlied by him, '
Pension contributions represent payments made 1o defined contrbution schemes. Non-Exscutive Directors are not e-tilled to retrement benefis.

in 2005 the executives achieved the targel level set m the 2005 bonus plan under which they could recenve a oonus Jf 50% of base salary and aiso achieved the oul-periormance element of the
bonus plan which was based an the degree 1o which the Group surpassed its larget profit beforg tax and undes whiul they could receve up 10 a further 50%- of basic salary. making maximum
bonus achievable 100% of basic salary.

6 GR Davis spends the magenty of his fime In Boston where he receves normal benefits in Kind suci 2s accommodatic . Liites and 2 car aliowance. The tota! vaze of ms US-based benefls
amoiriad 1o £14.000 (2004: Cnil).
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Directors’ holdings in share participation plans
Summary particutars of the Group's share participation plans are given in note 16 to the financial statements. Details of the holdings of those
Directors who servad during the year are as follows:

Lapsad/ Date rem Perlormance
At cancelied Granted Exorcised Al Exercise which ConAitions
| Plan Itia 010105 in2005 cung 2005 cunap 2005 3112405 price exercisable Expiry dme Note:
BL Steer
l Share opticns 1897 Approved 15,000 - - - 15000 159.5p 15/07/2001 15/07/2008 1
i 6,078 - - - 8078 330.0p 16/10/2003 16/10/20t0
I
? Share options 1997 Unapproved 23,922 - - - 23622 230.0p 1610/2003 16/10/2007 1
; 148,085 - - - 148055 2645p 29/06/2004 29/06/2008 2
' 151,316 - - - 151,316 285.0p 25/03/2005 25/03/2012 3
i 34,354 - - - 34354 1850p 16/10/2005 16/10/2012 3
265,822 - - - 265822 19750 16/10/2006 16/10/2013 3
i
! Performance 2005 Long Term
' Share Plan Incentive Plan - - 39,690 - 39880 N/A - 01/06/2008 (01/06/2015 5
! - - 363,636 - 363.636 N/A  21/07/2C08  21/07/2015 6
SJB Shaw
Share options 1997 Approved 15,789 - - - 15189 197.5p 16/10/2006 16/10/2013 3
Share options 1997 Unapproved 106,329 - - - 108,328 197.5p 1810/2006 16/10/2013 3
69,533 - - - £9,533 2400p 25/10/2007 256/10/2014 4
Ermployee
purchase plan Save As You Eamn 9,552 - - - 9,552 173.0p 01/12/2009 31/05/2010 N/A
|
Performance 2005 Long Term
Share Plan Incentive Plan - - 25642 - 25643 N/A  01/06/2008 01/06/2015 5
! - - 272727 - 272,727 NAA 21/07/2008  21/07/2015 6
' GR Davis
Share options 1997 Approved 15,189 - - -~ 15189 197.5p 16/10/2008 16A10/2013 3
Share options 1997 Unapproved 121,519 - - - 121,519 197.5p 16/10/2006 161002013 3
78,875 - - - 78975 2400p 25/10;2007 25/10/2014 4
Employee Save As You Eam 2,190 - - - 2190 173.0p 01/12/2007 01/06/2008 N/A
purchase plan Save As You Eamn - - 2,200 - 2200 255.0p 011122008 01/06/2009 N/A
Performance 2005 Long Term
Share Plan Incentiva Plan - - 29,160 - 259,160 N/A  01/06/2008  01/06/2015 5
' - - 272,727 - 272727 N/A - 21/07/2008 210772015 6
Notes:

i
: 2.

L e

————

o;

These share oplions were nol subect to performonce conddions because 1hoy were grantsd before November 2001 when performance condions were infroduted undee the Gyrus Share
Option Pobcy.

These share 0ptions were granted with pertormance crteria requinng the Gompany's eamings per share growth 10 exceed inflation by an average of 3% per annum over 3 thiae-year period,
measurad from 8 base poinl ol 3 pencs.

Thase shara oplions were granted with periormance conditions hased on Total Shareholder Return (TSR) over a three-year pariod beginning on the frst day of the Company's financial year n
which the grant of options 1 made. Assessment of achisvement of the performance condtions is mada by comparison to o Est of companias rom the Techmark Mediscience ndex which ore
ranked in order of TSR. In ordar for 100% of the ophons 1o ba exarcisable Gyrus's TSR must ba in tha upper quartie retative to the coMperalor Companes. Al metan ranking onty S0% of the
options wil be exemisable and between median and upper quartde the percentage exercisabla wil be prorated belwesn 50% and 1006%

Share options granted in Octobar 2004 have perlormance based on TSR wilh assessmant of the zchievernent of the perarmance condition by companson to the FTSE Sinak Cap Index.

In owddar for options to be exercisable Gyrus's TSA must excesd the median of the FISE Small Cap Index

Pertormance condibions ars basad on eamings per share growth over a three-ysar period as descnbed in detal under Partormance Gonditions for the 2005 LTIF awards.

Represents the one-off special LTIP award whose perfomance conditons are based on earnings per share growth aver a three-year penta as descibed in detad under Performance
Conditions for tha 2005 LTIP awards.
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The market price of ordinary shares at 31 Decembeer 2005 was 380 pence and the range during 2005 was 214 pence to 387 pence. All option
prices are based on the mid market quotation (MMQ) from the Daily Official List as per the scheme rules. In the case of the UK schemes this
was based on the MMQ on the day of grant for all grants before October 2003, and on the day preceding the grant for those issued thereafter.
All grants made under the US schemes are based on the MMQ on the day preceding grant. All of the cptions were granted for nil consideration,

Directors exercised no share options in 2005. In 2004, BL Steer was the only director to exercise share options, exercising options over 75,000
shares on 20 Cctober 2004. The gain on exercisa was £90,375.

The Non-Executive Directors do not participate in the share option schemes.
Total Shareholder Return (TSR)

The following graph charts the total cumulative shareholder return of the Company from 31 December 2000 to 31 December 2005, in accordance
with paragraph 4 of the Directors’ Remuneration Report Regulations 2002, relative to the FTSE Small Cap Index:

250 — Giyrus Group Plc
= FTSE Small Cap Indax

g

Value (€)

\

4]
2000 2001 2002 2003 2004 2005

The graph shows the value. by the end of 2005, of £100 invested in Gyrus compared with £100 invested in the FTSE Smail Cap Index on
31 December 2000.

Save As You Eamn Scheme (SAYE)/US Employee Stock Purchase Plan

All Executive Directors with UK contracts are eligible to participate in the Save As You Earn Scheme operated by the Company. A maximum of
£250 per month may be contributed into the scheme and contracts ara entered into for a period of three or five years. Executive Directors with US
service contracts are eligible to participate in the Employee Share Purchase Plan as described in note 16 10 the accounts whereby US employees
can enter into a 12 month contract to contribute up to the lower of US$375 or 10% of salary per month to purchase shares in the Company

at a 15% discount at the end of the 12 month period.

Annual General Meeting
An ordinary resolution seeking the approval of the Remuneration Report will be proposed at the forthcoming Annual General Meeting on
2 May 2006.

Charles Goodson-Wickes
Chairman of the Remuneration Committee
15 March 2006
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INDEPENDENT AUDITORS’
REPORT TO THE MEMBERS
OF GYRUS GROUP PLC

‘We have audited the Group and Parent Company financial statements {the ‘financial statements’) of Gyrus Groug Plc for the year ended

41 December 2005 which comprise the Group Incoma Statement, the Group and Parent Company Balance Sheets, the Group Cash Flow
Statement, The Group Statement of Recognised Income and Expense and the related notes. These financial statements have bean prepared under
ihe accounting pokicies set out therein. We have also audited the information in the Directors’ Remuneration Report that is described as having
been audited.

This report is made solely to the Company's members, as a booy, in accordance with section 235 of the Companies Act 1983. Qur audit work has
been underisken so that we might state 10 the Company's members those matters we are required to state to them in an auditor's report and for
no other purpose. To the fullest extent permitted by law, we do not accept or assurme responsibility to anyone other than the Company and the
Company's members as 2 body, for our audit work, for this report, or for the opinions we have formed.

Respective Responsibilities of Directors and Auditors

The Diractors' responsibiiities for preparing the Annuai Report and the Group financial statements in accordance with applicable law and
Intarnational Financial Reporting Standards (IFRSs) as adopted by ihe EU, and for preparing the Parent Company financial statements and the
Directors’ Remuneration Repart in accordance with applicabla law and UK Accounting Standards (UK Generally Accepted Accounting Practice)
are set out in the staternent of Directors' Responsibilities on page 36.

Our responsibility is to audit the financial statements and the part of the Directors' Rernuneration Report to be audited in accordance with relevant
legal and regulatory reguirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial stalements give a true and fair view ang whether the financial statements and the part

of the Directors' Remuneration Report 1o be audited have been properly prepared in accordance with the Companies Act 1885 and whether, in
addition, the Group financial statements have been properly prepared in accordance with Article 4 of the 1AS Regulation. We also report to you if,
in our opinion, the Directors” Report is not consistant with the financial statements, it the Company has not kept proper accounting records, if we
have not received all the information and explanations we require for our audit, or if information specified by law regarding Directors® remuneration
and other transactions is not disclosed.

Wa review whether the Corporate Governance Statement reflects the Company’s compliance with the nine provisions of the 2003 FRC Combined
Coda specified for our review by the Listing Rules of the Financial Services Authority, and we report if it does not. We are not required 10 consider
whether the Board’s statements on internal contrel cover all risks and controls, or form an opinion on the effectiveness of the Group's corporate
governance procedures or its risk and control procedures.

Wa read other information contained in the Annual Reponrt, and consider whether it is consistent with the audited financial statements.
We consider the implications for our report if we become aware of any apparent misstatements or material inconsistencies with the financial
statements. Our responsibilities do not extend to any other information.

Basis of Audit Opinion

We conducted our audit in accordance with International Standards on Auditing (UK and lreland) issued by the Auditing Practices Board. An audil
includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial staternents and the pan of the Directors’
Remuneration Report to be audited. it also includes an assessment of the significant estimates and judgements made by the Directors in the
preparation of the financial staternents, and of whether the accounting policies are appropriate to the Group's and Company's circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance that the financial statements and the part of the Directors’ Remuneration Report to be audited
ara free from material misstatement, whether caused by fraud or other irreguiarity or error. In forming our opinion we also evaluated the overalt
adequacy of the presentation of information in the financial statements and the part of the Direciors’ Remuneration Report to be audited.

Opinion

In our opinion:

» the Group financial statements give a true and fair view, in accordance with IFRS as atopted by the EU, of the state of the Group's affairs as
at 31 December 2005 and of its profit for the year then ended;

» the Group financial statements have been propery prepared in accordance with the Companies Act 1985 and Article 4 of the IAS Regulation;

+ the Parent Company financial statements give a true and fair view, in accordance with UK Generally Accepted Accounting Practice of the state
of the Parent Company's affairs at 31 Dacember 2005; and

* the Parent Company financial statements and the part of she Directors' Remuneration Report to be audited have been property prepared in
accordance with the Companies Act 1985,

KPMG Audit Plc

Chartered Accountants
Registered Auditor

Arington Business Park, Theale
Reading RG7 43D

15 March 2006
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CONSOLIDATED
INCOME STATEMENT
YEAR ENDED 31 DECEMBER

smpact
of fair value
2005 adjustments on
pra-acquisition acquired
of Amaerican nwventory
Cystoscopa Makers Acquisition and opticn
Inc and of Arnerican accounting
restructuring Cystoscope Restructuring {notes (&)
Note co5ig Maekars Inc {Mote 3} and )} 2005 2004
£000 £000 £000 £000 £000 £H0g
Revenue 1 92,945 50,431 - - 150,376 86,930
Cost of sales (38,201) (23,805) (57} (4,686) (66,749) (38,570)
Gross profit 61,744 26,626 57 {4,686) 83,627 51,360
Other operating income 4 1,501 - - - 1,501 641
Selling and distribution: expenses
— Seling and distribution (26,448) (12,50N {1,206} - (40,161} (23,158)
- Amortisation of intangibles - {2,524) - - {2.524) -
Research and development expenses
- Research and development (10,618) (2,473) - - (13,091) (7.139)
- Amortisation of intangibles {57) 1,349} - - {1,406) -
General and adminisirative expenses {13,365) 13,057) {1,108} - {17,528) {11,629)
Operating profit 12,767 4,718 (2,369) {4,686} 10,418 10,075
Financial income 7 151 104 - 2,972 3,227 932
Financial expenses 8 13,1489) {2,569) - {892) (6,710} {1,020)
Profit before taxation 8,759 2,251 (2,369} (2,7086) 6,935 9,987
Taxation 9 (3,783) 443 900 1,781 (659) {1,504}
Profit for the year 5,976 2,694 (1,4869) {925) 6,276 8,483
Earnings per ordinary share
Bos 17 5.6p 10.2p
Diluted 17 5.4p 10.1p

All activities wera in respect of continuing operations.

{a) Fair value adjustment on acquired inventory

As required by IFRS 3 {Business Combinations) at the date of acquisition of American Cystoscope Makaers Inc finished goods were valued at the
selling price less the costs of disposal and a reasonable profit allowance for the seliing sffort. Work in progress was valued at the seling price of the
finished goods less costs to complete, costs of disposal and reasonable profit allowance for complating and selling the goods. Raw materials were
valued at current replacement cost. The fair value adiustment ansing as a result of this valuation exercise amounted to an increase in the vaiue of
inventories ¢f £4,686,000. The inventory uplift reversed through the income statement over the inventory turn and the charge arising in the year
ended 31 December 2005 was £4,686,000.

{b) Option accounting

On 16 June 2005 Gyrus announced the proposed acquisition of ACMI for a total consideration of $487 million. On the same date it entered
a placing agreement to raise £116 million {net}. In order to ensure that £116 million proceeds of the stering capital raised would buy at least
US$E 206 milion required for settlement, regardless of movements in the LIS$:GBPE exchange rate, Gyrus entered inta an option agreement.
The cost of the option was £992,000 and the terms of ths option allowed for exercise up to 15 August 2005.

On completion, the sale of the option generated proceeds of £2,972,000 (a net gain of £1,980,000). This has been deemed an ineffective hedge
under the provisions of LAS 39, and therefore the cost of the option and the sale proceeds therect have been taken to financial expenses and
financial income respectively.

As fully explained in accounting policies section (), financial instrument accounting is determined on different bases in 2005 and 2004 due to the
transitional provisions of IAS 32 and 'AS 36.
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STATEMENT OF RECOGNISED
INCOME AND EXPENSE
YEAR ENDED 31 DECEMBER

2005 2004

£000 £00G

Exchange differences arising on translation of foreign operations 18,807 8,326)

Deferred tax recognised on income and expenses recognisad directly in equity 663 (187)
Cash flow hedges

Changes in accounting poicy relating o first-time adoption of I1AS 39 115 -

Effective portion of changes in fair value of cash flow hedges net of recyciing 579 -

Actuanial logs on defined benefit pension plan (35) -

20,120 B.513)

Profit for the year 6,276 8,483

Total recognised income and expense for the year 26,405 {30)
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CONSOLIDATED
BALANCE SHEET
AS AT 31 DECEMBER

2005 2004
Note £000 £000
Assets
Property, plant and equipment 10 20,057 10,396 ‘ "
Goodwil 11 288,027 90,709 |
Other imangible assets 7 110,288 265 !
Deferred tax asse! 12 - 4403 !
Total non-current assets 418,372 105,773 ,
inventories 13 33,140 13,434 )
Trads receivables 14 35,509 13,834 {
Other current assets 14 8,848 2.480 ;
Cash and cash equivalents 15 20,194 7,263 i
Total current assets 97,692 37.011 |
1
Total assets 516,064 142,784
Equity .
Share capiial 16 {2,785} {2.160) i
Share premium 16 {303,699} {152,447) .
Merger reserve 16 (3,860) @asn !
Othar reserves 15 (10,467 9,034
Retained earnings 16 19,306 27,780
Total equity (301,505) {(121,853) )
Liabilities
Bank kean 18 {136,731} - :
Obligations under finance leases and hire purchase contracts 18 {146) (126) |
Deferrad tax liabilities 12 {22,801) - ,
Provisions 20 {3,219) - |
Other creditors 18 - {8 i
Total non-current liabilities (162,897) (134) i
i
Bark overdrafts and loans due within one year 18 {13,123} {8,928) !
Trade and other payables 21 (37,476) (11,685} I
Current tax payable {829) {326} !
Obligations under finance leases and hira purchase contracts 18 {134) (58) ;
Total current habllities {51,662} (20,997) %
Total liabilities (214,558} (21.131) t
Total equity and liabilities {516,064) {142,784) i
I

These financial staternents were approved by the Board of Directors on 15 March 2006 and were signed on its behalf:

SJB Shaw BL Staer
Chief Financial Officer Executive Chairman
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- - 1

CONSOLIDATED
CASH FLOW STATEMENT
YEAR ENDED 31 DECEMBER

2005 2004

Note £000 £000
Cash flows from ocperating activities
Profit for the year 6,276 8.483
Adjustments for:
Depreciation of proparty, piant and equipment 10 4,316 3.562
Amartisation of intangible assets 11 4,327 345
Loss/{profit} on disposal of property, plant and equipment BS (263)
Financial incoms and expenses 5,463 B8
Exchange lboss/(gain) inciuded in financial income and expenses (1,062) 762
fFair value adjustment on acquired inventory and option accounting 2,705 -
Equity settled share based payment expense 1,570 324
Taxation 659 1,504
Operating cash flows before movement in working capital 24,339 14,806
{increase)/decrease in inveniories {1,263) 856
Ingraass in trade and cther receivables {10,268) (1.578)
Increase in trade and other payables 948 1,963
Cash generated irom operations 13,756 16,047
Interest paid (3,227} {787}
Tex paid {573) {185)
Net cash from operating activities 9,856 15,075
Cash flows from investing activities
Interest raceived 192 1714
Froceeds on disposal of property, plant and eguipment - 417
Acquisition of property, plant and equipment 10 {4,238) 2,657)
Acquisition of patents, trademarks and other intangibles 1 {56) -
Expenditure on product developrmant " (253) (141)
Acauisition of subsidiaries (net of cash acquired) 2 (289,775) 400
Net cash from investment activities {204,130 {1,810)
Cash flows from financing activities
Proceeds from issue of share capital 16 155,860 480
Proceeds from increase/(decrease) in bomowings 141,259 (10,380)
Repayment of obligations under finance leases (133} {113)
Net eash from financing activities 296,786 (10,013)
Net increase in cash and cash equivalents 12612 3,252
Cash and cash equivalents at beginning of year 7,263 4,145
Effect of foreign exchange rate fluctuations on cash helg 319 (134}
Cash and cash equivalents at end of year 20,194 7,263
Bank balances and cash 20,194 7,263
Gyrus Group PLC

Annual Report and Accounts 2005

47




NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

Significant accounting policies
Gyrus Group PLC is a company incorporated in the United Kingdom. The consolidated financiat statements of the Company for the year ended
31 December 2005 comprise the Company and its subsidiaries (together referred to as the “Group™.

The comparative figures for the financial year ended 31 December 2004 are not the Group's audited staiutory accounts for that financiat year,
Those accounts, which were prepared under UK Generally Accepted Accounting Practices, have been reported on by the Group's auditor and
delivered to the registrar of companios. The rapert of the auditors was unqualified and did not contain statements under section 2372} or (3) of the
Companies Act 1985.

{a) Statement of compliance
The Group financial statements consolidate those of the Company and its subsidiaries (together referred to as the "Group'}.

The Group financigl staternents have been prepared and approved by the Directors in accordance with International Financial Reporting Standards
as adopted by the EU ('adopted IFRS').

The Group is preparing its financial statements in accordance with IFRS as adoptad for use in the EU for the first time and consequently has
applied certain transiticnal provisions of IFRS 1. An explanation of how the transition to adopted IFRS has ailected the financial position and
financial perforrmance of the Group is provided in note 25.

{b) Basis of preparation
The financial statements are presented in steriing, rounded 1o the nearest thousand. They are prepared on the historical cost basis except for
derivative financiai instruments that are stated at their fair value.

The accounting policies set out below have, unless otherwise stated, been applied consistently in all periods in these consolidated financial
statements and in preparing an opening IFRS balance sheet at 1 January 2004 for the purpases of the transition to adopted IFRS.

(c) Basis of consolidation

@ Subsidianes

Subsidiaries are entities conirolled by the Group. Controt exists when the Group has the power, directly or indirectly, to govern the financial and
operating policies of an sntity so as 10 obtain benefits from its activities. In assessing control, potential voting rights that are presently exercisable or
convertible are taken imto account. The financial statements of subsidiaries are included in the consolidated fnancial statements from the date that
controt commences until the date that contro! ceases.

On acquisition, the identifiable assets, liabilities and contingent liagilities of a subsidiary are measured at their fair values at the date of acquisition.
The results of subsidiaries acquired or disposed of during the year are included in the consolidated income statement from the effective date of
acquisition or up to the effactive date of disposal, as appropriate.

{i} Transactions efiminated on consolidation
Intragroup balances, and any unrealised gains and losses or income and expenses arising from intragroup transactions, are efiminated in preparing
the consolidated financial statements.

() Foreign currency

(it Foreign currency transactions

Transactions dencminated in foreign currencies are recorded at the exchange rate ruling on the date of the transaction. Foreign currencies received
are translated at the exchange rate ruling on the date of conversion. Monetary assels and tiabilities denominated in foreign currencies, are
translated into sterfing ai rates of exchange nuiing at the balance shest date. The resutting exchange differences are charged to the income
statement for the year.

(i) Foreign statements of foreign operations

On consolidation, the results of overseas operations are transiated at the average rates of exchange during the period and their balance sheets
at the rates ruling at the balance sheet dats. Exchange differences arising on translation of the opening net assets and on the difference between
the results of averseas operations translated at average monthly axchange rates and year-end rates are dealt with through the Group's
translation reserve.
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(e) Derivative financial instruments
The Group uses derivative financial instruments to hedge its exposure 1o foreign axchange risks and interest rate risks arising from operational and
financing activities, In accordance with s treasury policy, the Group does not hotd or issue derivative financial instruments for trading purposes.

Dertvatives are recorded at fair value and any gains or losses on remeasurement of fair vatues are taken to the income statement. However, where
derivatives qualify for hedge accounting, recognition of any resuting gain ¢r loss depends on the nature of the itam being hedged. The fair value of
forward toreign exchange contracts is thelr quoted market prica at the balance sheet date.

The fair value of interest rate swaps is the estimated amount that ihe Group woutd receive or pay to terminate the swap at the balance sheet date,
taking into account cumrent interest rates and the cumrent credit worthiness of the swap counterparties.

{f) Cash fiow hedging

When a derivative financial instrumant is designated as a hedge of the variability in cash flows of a recognised asset or iiability or highly probable
forecast transaction, the effective part of any gain or loss on the derivative financial instruments is recognised directly in the hedging reserve. If a
hedge of a {orecasted transaction subsequently results in the recognition of a financial asset or a financial liability, then the associated gains or
losses that were recognised directly in equity are reclassified into the income statement in the same period or periods during which the asset
acquired or kability assumed affects the income statement (i.e. when interest income or expense is recognised).

The ineffective part of any gain or loss is recognised immaediately in the income statement.

Whan a hedging instrument expires or is soid, terminated or exercisad, or the Group revokes designation of the hadge relationship but the hedged
forecast transaction is still expected to occur, the cumulative gain or loss at that point remains in equity and is recognised in accordance with the
above policy when the transaction occurs. If the hedged transaction is no longer expected to take place, then the cumulative unrealised gain or
loss recognised in equity is recognised immediately in the income staterment.

Comparative information for derivative financial instruments and hedging
The Group has taken advantage of the transitional arrangements of IFRS 1 not 1o restate corresponding amounts in accordance with the above
policies. Instead the following policies were applied:

In the comparative period, alt financial assets and lizbilities ware carried at cost. Gains and iosses on forward exchange contracts treated as
hedging instruments wara not recognised In the income statement. On recognition of the hedged transaction the unrecognised gains and iosses
ariging on the instrument were recognised, sither in the income statement or in the carrying value of the associated asset or liability.

The folfowing adjustments necessary 0 implement the revised policy have been made at 1 January 2005 with the net adjustment, 10 net assets,
taken through the 2005 statement of recognised income and expense. Comesponding amounts for 2004 are presented and disclosed in
accordance with the requirements of the Companies Act 1985 and FRS 4 in 2004. The main differences between the 2004 and 2005 bases of
accounting are shown and describad below.

Efsct on the belance shest at 1 January 2005 £000
Cther financial assets

Cash fiow hedges 115
Hedging reserve

Cash flow hedges (115)

Effect on the income statement of the new policies
Recognition in the income staterent of a net gain of £1,380,000 as a material non-recurring item in refation to what is recognised under IAS 39 as
an ineffective hadge in respect of the sterling denominated equity portion ¢f the consideration paid for ACMI.

Effect on the current year statement of recognised income and expense of the new policies

Gains and losses arising on cash flow hedges (10 the extent effective}, net of amounts recycled to the income statement for the period in respect of
hadged transactions, resulted in a net gain of £579,000 being taken directly to the hedging reserve.

The effect of implementing the new poiicies on 1 January 2005 has resulted in 2 net credit taken directly to equity of £115,000.

The cash flow statement is unafiected by the change in accounting palicy.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
CONTINUED

(g} Property, plant and equipment
) Owned assets
ltems of property, plant and equipment are stated at cost less accurnulated deprecigtion and impairment losses.

fi) Leased assels

Where the Group enters into a lease which entails taking substantially afl the risks and rewards of ownership of an asset, the lease is treated as a
finance lease. The lease is recorded in the balance sheet as a tangible fixed asset and is depreciated over its estimated usefu! lifz or the term of the
lease. whichever is the shorter, Future instaiments under such leases, net of finance charges, are included in creditors.

(i} Depreciation
Depreciation is provided to write off the cost less the estimated residual value of tangible fixed assets by equal instalments over their estimated
useful economic lives. Land is not depreciated. The estimated usaful lives ere as follows:

Fixtures. fittings and office equipment  3-10 years

Buildings 20 years
Leasehold improvements term of lease
Plart and machinery 3-10 years
Placed equipment 3 years

Placed equipment relates to equipment placed in clinical settings to generate a stream of “disposables' revenue. tilisation of such equipment is
measured and provision made where appropriate for impairment.

(h) intangible assets

(i} Goochwil

Goodwill arising on consolidation represents the excess of the cost of acquisition over the Group's interest in the fair value of the identifiable assets,
liabilities and contingent liabilities of a subsidiary at the date of acquisition. Goodwill is recognised as an asset and is tested for impairment annually,
ar an such other occasions that events or changes in circurnstances indicate that it mignt be impaired.

tn respect of acquisitions prior t0 1 January 2004, goodwill is included on the basis of its deemed cost, which represents the amount recorded
under UK GAAF. The classification and accounting treatment of business combinations that occurred prior to 2004 has not been reconsidered in
preparing the Group’s opening IFRS balance sheet at 1 January 2004 (see note 11).

On disposal of a subsidiary, the attributable amount of unamortised goodwill which has not been subject to impairment is included in the
determination of the proiit or loss on disposal.

{if) Researct and development
Expenditure on research activities is recognised as an expense in the period in which it is incurred.

Development expenditure arising from the Group's development activities is capitalised and amontised over the life of the product onty if the Group
can demcnstrate the following:

- the technical feasibility of completing the asset so it will be available for use or sale;

- the intention to complete the intangible asset and use or sell #;

- the abilty 10 use or sell the intangible asset;

- that it is probable that the asset craated will generate fulure economic benefits;

- there is the avaiability of adequate technical, financial and other resources to complete the development and to use or sell the intangible asset; and

- the development cost of the asset can be measured reliably.

Where no intangible asset is recognised, development expenditure is recognised as an expense in the period in which i is incurred. Capitalised
development costs are amortised over the life of the product, which is usually no more than 10 years.

{ii) Licensing agreements
Licensing agreements are included at cost and depreciated over their useful economic life. Provision is made for any impairment.

{iv) intellactual property rights
Patents and tradermnarks are measured initially at purchase cost and amortised on a straight line basis over their estimated useful lives.
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{v} Subsequent expenditure and amortisation
Subseguent expenditure on a capitalised intangible asset is capitalised only when it increases the fuiure economic benefits embodied in the specific
asset to which it refates. All other expenditure is expensed as incurred.

On acquisition, intangible assets are identified and valued in accordance with IFRS 3.
Amoriisation is charged to the income statement on a straight-line basis over the estimated usefut lives of the relevant intangible assets unless such

life is indefinite. Intangible assets with an indefinite usetul life are systematically tested for impairment at each balance shest date. Gther intengible
assets are amortised from the date they ara avallable for use. The estimated useful lives are as follows:

Capitalised development costs - 5-10 years
Acquired research and development - As idantified at acquisition date
Licensing 2greements - Lile of the agreement or underlying patent

Intellectual property rights - Life ot the underlying right (e.g. patent)
Customer relationships - As identified at acquisition date
Trademarks - As identified at acquisition date

(i Trade and other receivables
Trade and other receivables are stated at their fair value less impairment losses.

{i} Inventories

inventories are stated at the lower of cost and net realisable value. Cost is determinect on a first in first out basis and includes transport and
handling costs. In the case of manufactured products, cost includes all direct expenditure and production overheads based on the normal lavel of
activity. Net realisable value is the price a! which the invenicry can be sold in the normal course of business after affowing for the costs of realisation
and, where appropriate, the cost of conversion from their existing state 10 a finished condition, Provision is made where necessary for obsolete.
slow-moving and defective inventory in determining net realisable value.

Finished goods acquired as a resull of business combinations are valued at the selling price less the costs of disposal and a reasonakie profit
allowance for the selling efforl. Work in progress acquired as a result of business combinations is valued at the seling price of finished goods less
costs 1o complete, costs of disposal and a reasonable profit atowance for completing and selling the goods. Raw malerials acquired as 2 result of
business combinations are valued at current replacement ¢ost. The fair value adjustment arising as a result cf the valuation exercise is reduced over
the period of tha inventory turn of the acquired company. The resulting charge is 1aken to the income statement.

{k) Cash and cash equivalents
Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts that are repayable on demand and form an integral part of
the Group's cash management are included as a component of cash and cash equivalents for the purposes only of the statement of cash flows.

I} Impairment

At each balance sheet date, the Group reviews the carrying amounts of iis tangibie, intangible assets and financial assets to determine whether
there is any indication that those assets have suffered an impairrrent loss. If any such indication exists, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment loss {if any). Where it is not possible 10 estimate the recoverable amount of an
individual asset, the Group estimates the recoverabie amount of the cash-generating uni to which the asset belongs.

Gooawill arising on acquisition is allocated to cash-generating units. The recoverable amount of the cash-generating unit to which goodwill
has been allocated is tested for impairment annually, or on such other oceasions that events or changes in circumstances indicate that it might
be impaired.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carying amount, the carrying amount of the asset
(cash-generating uni) is reduced to its recoverable armount. tmpairment losses are recognised as an expense immediately, uniess the relevani asset
is land or buildings at a revalued amount, in which case tha impaimnent loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the camying amouni of the asset (cash-generating unit) is increased to the revised estimate of
its recoverablg armount, but such that the increased carrying amount does not exceed the carrying amount that would have Been determined had
no impairment loss been recognised for the asset (cash-generating unif} in prior years. A reversal of an impairment loss is recognised as income
immediately, unless the relevant asset is carried at a revalued amount, in which case the reversal of the impairment loss is treated as a revaluation
increase. However, impairrnent losses relating 10 goodwill may not be reversed.

(m} Interest-bearing bomowings

Interest-bearing bank loans and overdrafts are recognised initially at fair valua less attributable costs. Subsequent to initial recognition. interest-
bearing borrowings are stated at amonised cost with any difference between cost and redemption value being recognised in the income statement
over the period of borrowings on an effective interest basis.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
CONTINUED

{n) Employee Benefits
fi} Defined contribution plans
Obligations for contributions to defined contribution pension plans are recognised as an expense in the incorme statement as incurred.

{ii) Defined bensfit plans
The Greup has obligations 1o two defined benefit plans which were assumed on 21 July 2005 as part of the acguisition of American Cystoscope
Makers Inc. The details of these plans are disclosed in note 19 o the accounts.

The Group’s net abligation in respect of defined benefit pensions plans is calculated separately for each plan by estimating the amount of future
benefit that employses have earned in return for their services in current and prior periods; that benefit is discounted 1o determine the present
value, and the fair value of any plan assets is deducted. The discount rate is an actuarially defined rate, based upon long term interest rates, used
10 determine the present value of gross future obligations of the scheme. The calculation is perfermed by a gualified actuary using the projected
unit credit method.

Where the calculation results in a benefit to the Group, the recognised asset is limited to the present value of any future refunds from the plan or
recuctions in future contributions 1o the plan.

Actuarial gains and losses arising subsequent to the acquisition of American Cystoscope Makers Inc are recognised directly in equity in the period
that they occur through the statement of recognised incorne and expense.

(i) Share based payment transactions
In accorcance with the transition provisions, IFRS 2 has been applied to all grants of shares or share options made after 7 November 2002 that

werg unvested as of 1 January 2005.

The Group issues equity settied share based payments to certain employees. Equity settled share based payments are measured at fair value at
the date of grant. The fair value determined at the grant date of the equity settled share based payments is expensed on a straight fine basis over
the vesting period, based on the Group's estimate of shares that wili eventually vest.

The fair value of services received in return for share cptions granted t¢ employees is measured by reference to the fair value of share options
granted. The estimate of the fair value of the services received is measured based on a stochastic option pricing model. This model takes into
account the following variables: exercise price, share price at grant, expected term, expected volatility of share price, risk-free interest rate and
expected dividend yield.

The Group glse gives employees the cpportunity to purchase shares in the Company by participating in a share purchase plan. The option price
for the UK Save As You Earn Scheme is the market price on the day praceding the invitation date discounted by a maximum of 80%. The share
options under this plan are also treated as equity settled share based payments and the fair value calculated using a stochastic modsl.

In May 2005, the Group issued the first grant under the Gyrus 2005 Long Term Incentive Plan. This is a discretionary ptan which provides for the
grant of conditicnal awards or nil cost options over 1p ordinary shares in the Company. Awards normally vest foiowing the third anniversary of
grant once certain performance conditions have peen safisfied and provided that the participant remains employed by the Group. The performance
conditions are based on earnings per share growth, The fair value of grants under this scheme are determined as being the mid market quots on
the day preceding grant which is charged to the income statement evenly over the three-year vesting period based on the Group’s estimate of
shares that will eventually vest.

(o} Provisions
Provisions are recognised when the Group has a present legal or constructive obligation as a result of a past event and it is probable that an
outflow of economic benefits will be required to mest that obligation.

{} Restructuring
Provisions for restructuring costs are recognised whan the Group has a detailed formal plan for the restructuring and it has been notified to affected

parties by the balance sheet date. Future operating costs are not provided for.

(p} Trade and other payables
Trade payables are stated at their fair value.
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{q} Revenive
Product sales are recegnised upon shipment of product.

Royaity revenue relating to licensed technology is recognised upon shipment of product or when advised by the other party to the royalty contract
that the royalty is earned.

Revenue excludes VAT and similar taxes,

{r} Other income
Other income represents revenues derived from collaborative development agreaments and is recognised in accordanca with the apolicable
contract terms.

{s) Cost of Sales
Cost of sales represents the materiat, lapour and production overhieads incurred in manufacturing the products sold or the purchase cost and
directly attributable handling costs of products bought for re-sale.

{t) Expenses
(i) Operating lease payments
Payments made under operating leases are recognised in the income statement on a straight line basis over the life of the lease.

{ii} Finance lease payments
Minimum lease payments are apportioned on an effective interest basis, between the finance element, which is charged to the income statement
and the capital element, which reduces the outsianding obligations for future instalments.

{ii) Financial expenses
Financial expenses comprise interest payable on bomowings, foreign exchange losses and losses on hedging instruments that are recognised in the
income staterment.

() Financial income
Financial income comprises interest income recognised in the incame statement as it accruss, interest receivable on funds invested and gains on
hedging instruments that are recoegnised in the income statement.

{u) lncome Tax
The charge for current tax is based on the taxable income for the period as adjusted for itams which are non-assessable or disallowed. It is
calculated using rates that have been enacted or substantively enacted by the batance sheet date.

Deferred tax is accounted for using the balance sheet liability method in respect of temporary differences between the carrying amount of assets
and liabilities in the financial statements and the cormesponding tax basis used in the computation of taxable profit. Deferred tax liabilities are
recognised for all taxable temporary differences and deferred tax assets are recognised to the extent that it is probable that taxabla profits will be
available against which deductible temporary differences can be utiised. Such assets and liabiities are not recognised if the temporary difierence
anises from goodwill (or negative goodwill} or from the initial recognition (other than in a business combination) of othar assets and liabilities in a
transaction which affects neither the taxable profit nor the accounting profit.

Where the Group is able o controf the distribution of reserves from subsidiaries, and therg is no intention ¢ distribute the reserves, deferred tax is
not recognised for these temporary differences.

Deferred tax is calculated at the rates that are expected to apply when the asset or liability is settled. Deferred tax is charged or credited in the
income statement, except when R relates to tems credited or charged directly to equity, in which case the deferred tax is also daalt with in equity.

Delerred tax assets and liabilties are offset when they refate to income taxes levied by the same taxation authority, and the Group intends to settle
its current tax assets and liabilities on a net basis.

Information as to the calculation of the income 1ax expense is included in note 9.
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NOTES TO THE CONSOLIDATED

FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER

1. Segment reporting

Segment information is presented in respect of the Group'’s business Divisions, which are the primary basis of segment reporting. The business
segment reporting format reflects the Group's management and internal reporting structure for 2005 including the effects of the acquisition of

American Cystoscope Makers Inc.

inter-sagment pricing is determined on an arm’s length basis.

Segment results include items directly attributable to a segment as well as those that can be allocated on a reasonable basis.

Business segments

The Group is comprised of the following main business segmerts:

ENT Design, cevelopment, manufacture, marketing and sales of otology, sinus and rminology and head

and neck products.
Surgical Dasign, development, manufacture, marketing and sales of laparoscopic surgery products.
Design, development, marketing and sales of urology and gynaecology and visualisation products.

Urology & Gynaecclogy

It represents the acquired American Cystoscope Makers Inc ('ACMI'} business,

Partnered Technologies

for markets owtside the Group's core sales and marketing competence.

Quit-licensing of the Group’s proprietary technalogy in conjunction with a manufacturing contract

From 1 January 2006 certain products have besn swapped between the Surgical and the Urclogy & Gynaecology Divisions. In future years

segment reporting will be conducted on this divisional basis.

Partnerac Urclogy &
ENT Surgical Technologies Gynaecology Total
For the year ended 31 December 2005 £000 £000 £000 £000 £000
Revenue
External Sates 40,119 774 22,652 50,431 150,376
Inter-segment sales 1,715 1,750 1,501 622 5,588
41,834 38,924 24,153 51,053 155,964
Segmenit resuft before restructuring charges 1,946 7,967 4,172 3,863 17,948
Restructuring charges ) {846) (876) (34) {613) (2,369)
Material non-recurring item - - - (4,686) (4,686)
Segment result after restructuring charges and
material non-recurring item 1,100 7,091 4,138 (1,436} 10,893
Unallocated corporate expenses {475)
Profit from cperations 10,418
Net finance costs excluding material non-recurring items {5,463)
Material non-recuring items 1,980
Profit before fax 6,935
income tax expense (659)
Profit for the year 6,276
Parinered Urology &
EMT Surgical Technologies Gynagcology Unallocoted Total
31 December 2005 £000 2000 £000 £000 £000 £000
Capital additions 1,197 1,408 653 921 114 4,294
Depreciation 2,224 939 545 555 55 4,316
Amortisation 128 63 32 4,104 - 4,327
Assets 130,402 45,901 25,835 319,695 {5,769) 516,064
Liabilities {59,807) {3,910} (3,497} {145,427) {1,618) {214,559)
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Partnered Urology &
ENT Surgeal Technclogres Gynascology Total
Fe the yaar endad 31 December 2004 £000 £000 000 £000 £000
Revenue
External Sales 38,369 28,822 19,739 - 86,930
Inter-segment sales 1,179 1,346 - - 2,525
39,548 30,168 16,739 ~ 89,455
Segment resutt 1,764 5,892 3,083 - 11,638
Ungliocatad comporata expenses {1,564)
Profit from operations 10,075
Net finance cost (88)
Profit befors tax 9,887
Income 1ax expense {1,504)
Profit for the year 8,483
Partnered Urology &

ENT Surgieal Technologios Gynsecology Unaflocatsd Total
3t Decembar 2004 2000 £000 0000 £000 000 £000
Capital additions 1,145 927 570 - 15 2,657
Depreciation 2,106 792 585 - 79 3,562
Arnortisation 85 © - - - 261 346
Assets 98,409 38,432 17,943 - {12,000 142,784
Liabilities 1860,981) |2,686) 12,683) - 45,219 21.131)
The average number of employees for the year for each of the Group's principal Divisions was as follows:

Year anded Yegr andec
3! December 2005 31 December 2004
ENT 235 223
Surgical 273 250
Partnerec Technclogies 139 133
Lrology & Gynaacology 819 -
Head office and administration 32 26
1,498 §32

Geographical Segments
Year ended Yesr enced
31 December 2005 31 Decemnber 2004
Tumover by gestination 000G 2000
North America 111,361 58,427
United Kingdom and rest of Europe 28,196 21,747
Rest of world 10,819 6,756
150,376 86,930
31 December 2005 31 Dacember 2004
Assets £000 £000
North America 487,545 116,525
United Kingdom and rest of Europe 47,234 25,882
Aest of world 1,285 377
516,064 142,784
31 Dacember 2005 31 Decamber 2004
Capital Additions £000 £000
North America 3,107 2,005
United Kingdom and rest of Ewope 1,093 852
Rest of world B84 -
4,294 2,657
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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2. Acquisitions of subsidiaries

(i) Acquisition of Urclogy Solutions Pty Limited

On 16 March 2005, the Group acquired 100% of the equity of Urology Solutions Pty Limited (renamed Gyrus Australasia Pty Limited). the exclusive

distributor of Gyrus's surgical products in Australia and New Zealand for total consideration of £1,170,000 satisfied by cash and deferred

congsideration. In the ning months 1o 31 December 2005 the subsidiary recduced Group operating profit by £421,000.

If the acquisition had occurred on 1 January 2005, the subsidiary would have reduced Group operating profit by £460,000.

Effect of acquisition

The acquisition had the following effect ¢n the Group’s assets and liabilities.

Accures’s nel assets ot the acquisiion date

Asquirsa's book values  Faw valug adjusiments
000 £000

ACCESon &mOUNts

Property, plant and egquipment 34 - 34
Intangible assets - 387 37 |
Inventories 318 19 337 '
Trade and other receivables 125 - 125 !
Cash and ¢cash equivalents 32 - 32 !
Trade and other payzbles {351) (139) (490)
Net identifiable assets and liabilities 158 267 425 |
Goodwill on acquisition 745 ,
Total consideration 1,170 i
Satisfied by: |
Cash 797 \
Deferred consideration 373 |
Total consideration 1,170 !
|
Cash consideration 797
Less: cash acquired on acquisition {32) l
Net cash out flow ansing on acguisition 765 i
This acquisition provides Gyrus with the opportunity Lo sel its range of ENT products through this distribution channe!. Goodwili of £745,000 has .

arisen on this transaction as a result of the potential for generating additional sales.

On 12 May 2005, Gyrus Australasia Pty Ltd tock over the distribution of ENT products in Australia from Global Scientific Pty Ltd and purchased
business records and inventory for cash consideration of £511.000.

Accures’s book vahes  Fair value adjustments Acgusition armounts

£006 000 £006

Intangible assets - 161 164
Inventories 346 (103) 243
Nat identifiable assets and Habliities 346 58 404
Goodwill on agquisition 107
511

Total consideration satisfied oy cash

The acquisition of business records ang inventory from Global Scientific Pty Ltd provides Gyrus with a further opportunity to sell its range of ENT
products through established distribution channels. Goodwill of £107,000 has arisen on this transaction as & result of the potential for generating

additional sales.
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(i) Acquisition of American Cystoscope Makers Inc

On 21 July 2005, Gyrus Group PLC acquired 100% of the share capital of American Cystoscope Makers inc {ACMIY). ACM! designs, manufactures,
markets and services surgical visualisation and treatment systems used by surgeons and physicians primarily for diagnoesis and minimally invasive
surgery in the field of Urclogy and Gynaecology. ACMi was acquired for & consideration of US$332 million plus the assumption of debt and other
obligations subsequently repaid by the Company of US$168 milion less the assumption of cash balances on the date of acquisition. The
consideration was satisfied by tha issue of 61,560,025 placing shares at 250p per placing share and new banking facilities. The entire proceeds of
the aliotment of the placing shares (which were issued in considsration for the outstanding common stock of ACMI) were paid to the Sellers. New
banking facilities of US$280 million include a five year fixed term loan of US$250 million and a US$30 million revolving credit facility secured by a
fixed and floating charge over the assets of the Group (see note 18).

Achuaea's Dook valpes  Failr velie acdisiments  ACOLESLION amounts
£000

£000 £000
Property, piant and equipment 10,440 (1.981) 8,449
Intangible assets 612 108,812 109,424
Inventories 15,938 4,686 20,624
Trade and other receivables 16,442 - 156,442
Deferred 1ax asset/(liability) 216 (27.,009) {26,793
Cash and cash equivalents 2,642 - 2,642
Trade and other payables (30,243) - {30,243
Provisions (2,245} - (2,245)
Bank loan (83,365} - {83,365)
Net identifiable assets and labilities {69,563) 84,498 14,935
Goodwill on acquisition 180,351
Total consideration including costs 185,286
Purchase price of $332,460,951 186,368
Acquisition costs taken 1o cost of investment 6,938
Funds from exercise of option* 1,980
Total consideration 165,286

*In order to ensure that £118 miillion of placing proceeds raised would translate into the minimum US$ amount reguired for the completion of the
acquisition, Gyrus Group PLC entered into an option agreement on the announcement date. The net funds received from the sale of this option,
approximately one month later, were £1,980,000.

Salisfied by UsS$o00 2000
Share placing 153,901

Cash 32,467
Purchase price 332,461 186,368
Cash acquired 4,712 (2,642)
ACMI debt paid on acquisition 167.763 94,052
Acquisition costs*” - 10,721

Net cash ocutflow as a result of the acquisition 485,512 288,495

*Includes £6,938,000 of acquisition costs taken to cost of investment and £3,783.000 of acquisition costs relating to the share placing that were
{aken to the share premium account.

Fair value adjustments
A valuation was commissionad to identify and value intangible assets. As a resull of the valuation, £108,812,000 of intangible assets were
recognised which can be analysed as follows:

£000
Developed product technology - Uralogy 12,557
Developed product technology - Gynaecology 4,148
in process R&D - Urclogy 9,362
in process R&D - Gynaecology 2915
Trademark/tradename portfolic = Urclogy 28,141
Tradernark/tradename porticlio - Gynaecalogy 5,662
Customer relationships 46,471
Less: amounts included in opening batance sheet in connection with the above {444)
Total 108,812

A valuation study was commissioned on the land and buildings owned by ACMI. As a resuit of the valuation the value attributed to property, plant
and equipment was reduced by £1,991,000.
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NOTES TO THE CONSOLIDATED
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As required by IFRS 3, the fair value adjustment to inventory for finished goods represents the selling price ¢f the goods less costs to dispose and
a reasonable profit allowance for the seling effort. Work in progress has been similarty valued and includeas an allowance for the costs to complete.
The resulting fair value adjustment of £4,686,000 has been recognised.

The acquisition of ACMI has provided Gyrus with the opportunity to combine ACMI's urology. gynaecology and endoscopic expertise with Gyrus's
tissue management technology in these fields. This enables the enlarged Group to mesl two key requirements of surgeons - the ability to visualise
the operative site and the ability effectively to manipulate tissue with minimum collateral damage. Goodwill of £180 milion has arisen as a result of
the synergistic and integration benefits of combining the two organisations.

Since the date of acquisition, ACMI has centributed the following 10 the cperating profit of the Group:

£000
Revenue 50,431
Cost of sales (23.805)
Gross profit 26,526
Seliing and distribution expenses
~ Seliing and distribution (12,507)
- Amortisation of intangible assets (2,524)
Research and development expenses
~ Research and development (2,473)
- Amortisation of intangibla assets {1,349)
General and administrative expenses {3,057)
Operating profit 4,716
Had the acquisition taken place on 1 January 2005, ACMI would have contribuied the following to the operating profit of the Group:

£000
Revenug 111,820
Cost of sales (49,5709
Gross profd 62,350
Seling and distribution expenses
~ Selling and distribution {27,805}
- Amortisation of intangible assets® {5.706)
Research and development expenses
- Research and devetopment 6,277)
- Amortisation of intangible assets* (3.050)
General and administrative expenses 8.511)
Operating profit 11,001

*Amortisation of intangible assets as if acquisition had occured on 1 January 2005.

3. Restructuring
As a resull of the acquisition of American Cystoscope Makers Ing, a number of restructuring costs have been incurred across the
Group. The total charge for the year ending 31 December 2005 amounted to £2,369,000 (2004: £nil). An analysis of these costs is shown below.

2005
£000
Severance costs 1,320
Short term sales commission alignment 352
Demonstration equipment write-off 148
Afignment of global enterprise resource planning systems 456
Other costs 93
2.369

4. Other operating income
2005 2004
2000 £000
income from research and development costs recharged to third party 1,501 641
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5. Operating profit

2005 2004
£000 £00C

Qperating profit is stateg after charging:

Depreciation of tangible fixed assets

- Owned 4,243 3,402

- Leased 68 70

Amoriisation of intangible assets 4,327 346

Auditors’ remuneration:

- Audii fees payabla 414 219

- Non audit fees payable t¢ the auditors and their associates 232 196
9,289 4,323

Nor gudit fees paid to the audiors and their associzles in 2005 comprise £166,000 related 10 tax compliance and tax planning work including the
completion of the UK tax returns and US state and federat tax returns, £41,000 in relation to transfer pricing studies and £25,000 in relation t the
acquisition opening balance sheet.

Included within the acquisition cost, as pemmitted by IFRS 3, are fees of £850,000 which were paid to the Company auditor for due diligence work
and transaction support in respect of the acquisition of American Cystoscope Makers Inc in july 2005.

Non audit fees paid to the auditors and their associates in 2004 comprise £181,000 related to tax compliance and tax advisory work including the

completion of the UK tax returns and LS state and federa! tax returns and £15,000 in respect of audit work on the restatement of the 2004
financial statements under International Financial Reporting Standards.

6. Personnel expenses

2005 2004

Nota 2000 2000

Wages and salaries 34,447 20,179
Social security costs 3,040 1,745
Contributions to defined contribution plans 1,375 1,008
Share based payments 16 1,570 324
Amaounts recognised in respect of defined benefit pension plan 19 35 -
40,467 23,346

The average number of employees during the year ended 31 Decernber 2005 was 1,088 (2004: 617).

The emaluments, share options and pension entitlernents of Directors are contained in the Directors’ Remuneration Report on pages 37 10 42.

7. Financial income

2005 2004
£000 £000
Bank interest receivable 193 170
Expected return on defined benefit scheme plan assets 62 -
Net gain on foreign exchange - 762
Material non-recurring itermn - proceeds of option sale 2,972 -
3,227 932

8. Financial expense
2005 2004
£000 000
Interest on bank overdrafts and loans 4,578 995
Interest on obligations under finance leases 19 21
Interest on defined benefit pension plan ofligation 59 -
Net loss on foreign exchange 1,062 -
Material non-recuiring item = option premium 992 -
6,710 1,020
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NOTES TO THE CONSOLIDATED
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9. Incoms tax expense

2005 2004
Current tax expense Note £000 £000
UK corporation tax charge on profits for the year {379) {286)
Adjustments in respect of previous penods {54) -
{433} (285)
Foreign tax on profis for the year {487y /56 |
Adjustments in respect of previous periods - - i
Total current tax charge {920) (842)
Deferred tax credit/{expense}
Crigination and raversal of temporary differences B,175 (930 !
Benefit of tax losses recognised {5,914) 68 \
12 261 862) |
Total income tax expense in income statement {659) (1,504) {

Reconciliation of effective tax rate

The total tax charge for the year is lower {2004: lower) than the standard rate of corporation 1ax in the UK. The differences are explained balow:

2005 2004 |

£000 0000 I
Frofit befors taxation 6,935 9587 j
Profit before taxation mudtiplied by standard rate of corporation tax in the UK 30% (2004: 30%) 2,081 2,996 i
Effect of tax rates in foreign jurisdictions {rates higher than UK taxation) 319 67
Expensas not deductible for tax purposas 218 885
Iterns mot deductible until paid 12 {394)
Depreciation i excess of capital allowances 15 37 '
Other short term timing differences {1,909) 418
Adjustmants arising on consolidation (111 (1,587)
Effect of tax losses utilised {239) {1,048}
US State taxes 221 130
Prior year adjustments 54 -
Total tax charge for the year 659 1,504
Deterred tax recognised directly in equity

2005 2004

£000 £000
Relating to foreign exchange {gainloss (220} 187
Relating to share option schemes {443} -

(663) 187
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10. Property, plant and equipment

Fraehok land Leasehoid Plant and! Fixtures andd Placed
and buidngs improvements machinery fittings. acuipment Totat
Note £000 £000 2000 2000 £000 £000

Cost
Al 1 January 2005 2,348 2,400 7,158 2,892 6,705 21,503
Acquisitions through

business combinations 2 4,517 212 4,789 o956 - 10,474
Adjustments arising from

business combinations 2 {1,897) - - - - {1,891)
Additions 180 132 1,761 633 1,522 4,238
Disposals - - {116) (35) (199) (350)
Transfers to siock - - (33) 4) 13 {24)
Exchange movement 479 109 1,186 251 854 2,879
At 31 Dacember 2005 5543 2,853 14,745 4,693 8,895 36,729
Depreciation
At 1 January 2005 248 BEY 4,373 1,806 3,793 11,107
Charge for the year 218 281 1,335 668 1,814 4,316
Disposals - - 98) {32) {152) {282}
Transfers to stock - 4 - {4) - -
Exchange movement 154 42 665 144 526 1,531
At 31 Decemiber 2005 620 1,214 6,275 2,582 5,081 16,672
Net book velue
At 31 December 2005 4,923 1,638 8,470 2,111 2,914 20,057
Cost
At 1 January 2004 2,629 2,523 7176 2,831 5,825 20,985
Additions - 18 855 443 1.341 2,657
Disposals 45) (86) (247) 273) {107) (758)
Transfers to stock - - (54) - 89 35
Exchange movement (236) (55) (572) (109} (444) {1.416}
At 31 December 2004 2,348 2,400 7,158 2.892 6,705 - 21,508
Depreciation
At 1 January 2004 254 776 3812 1,693 2,353 5,888
Charge for the year 81 212 1,138 449 1,682 3,562
Disposals - 83) (223) (269) 31) {606)
Transfers 1o stock - - - - - -
Exchange movement 87) (18) (354) 67) 211} (737)
At 31 December 2004 248 B37 4,373 1,808 3,793 11,107
Net book value
Al 31 December 2004 2,100 1.513 2,785 1,086 2912 10,386
At 1 January 2004 2,375 1,747 3,364 1,138 3473 12,097

Leased plant and machinery

The Group leases fdures and fittings and plant and machinery under a number of finance lease arrangements. The carrying amount and depreciation
charge for such assets are disclosed below:

2005 2004
£000 £000
Fixtures and fittings
Net book value 256 247
Depreciation charge for the year 34 70
Plant and machinery
Net book value 104 -
Depreciation charge for the year 34 -
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Security .
At 31 December 2005, the fixed assets of the Group are subject to a fixed and floating chargs to secure both the bank loan of $250 million and
revolving credit facilty of $30 million. |

Capital Commitments
As 31 December 2005, the Group had entered into contracts to purchase property, plant and equipment of £411,000 (2004: €nil).

11. Imangible assets

Trademnarks & Customer  Developed  Ih-process Licenso development
Note Goodwl  fradenames  relationships  tachnology ARED agreements. Patents COLS Toial
£000 £000 £000 £000 £000 £000 £000 £000 000 .

Cost
At 1 January 2005 105,037 - - - - 513 50 141 105,771
Agcquisitions through
business combinations 2 181,203 - -~ 612 - - - ~ 181,815
Adjustiments arising from
business combinations 2 355 33,802 4713 16,093 12,333 - - - 109,714
Additions - - - - - 56 - 253 309
Adjustrnent to goocwill (51) - - - - - - - sy
Disposals - - - - - - ] - 9
Exchangs movement 18,074 1,283 1,786 633 468 a7 9 10 22,300 !
At 31 December 2005 304,618 35,085 48,917 17,338 12801 636 50 404 419,849 i‘
Arnortisation
At 1 January 2005 14,328 - - - - 443 26 - 14,797 .
Charge for the year - 793 2,042 881 468 69 17 57 4,327 1
Disposals - - - - - - {9) - (9} |
Exchange movement 2,263 22 51 24 13 34 10 2 2,418 :
At 31 Dacember 2005 16,591 815 2,093 805 481 518 44 56 21,534
Net book value |
At 31 December 2005 288,027 34,270 46,824 16,433 12,320 90 6 345 398,315
Cost
At 1 January 2004 112,262 - - - - a85 55 - 113,302
Additions - - - - - - 1 141 142
Disposals - - - - - {400) - - (400}
Exchange movemnent {7,225) - - - - 42) (6) - (7,273)
31 December 2004 105,037 - - - - 543 50 141 105,771
Amortisation
At 1 January 2004 15,582 - - - - 161 9 - 15,752
Charga for the year - - - - .- 323 23 - 346
Disposals - ~ - - - (26) - - {26)
Exchange moverment (1,254) - - - - (15) [(5}] - (1,275)
31 December 2004 14,328 - - - - 443 26 - 14,797
Net book value
31 December 2004 90,709 - - - - 100 24 141 90,974
At 1 January 2004 96,680 - - -~ - 824 46 - 97,550

“The final deferred consideration payment for Gynis Medical BV was £51,000 below the maximum potential payment under the terms of the contract
resuiting in an adjustment to goocdwil.
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12. Deferred tax assets and [iabilities

Deferred tax assets and fiabilties are attributable 1o the following:

Assets Liabi'ities Mat {asset)iiability

4137 December 2005 Az 31 Decemnber 2004 At 31 December 2005 Al 31 Decermber 2004 At 31 December 2005 At 31 Decesner 2004

£000 £O0 £000 £000 £200 £O00

Property, plant and equipment - - 3,081 398 3,081 398
Intangible assets - - 99 42 99 42
Goodwill on US acquisitions {1,878) - 3,022 1,682 1,144 1,682
Share options ’ (1,034) (45} - - {1,034) (45}
Provigions (7.383) (836} - - {7,383) {836)
Business combinations - - 41,368 - 41,368 -
Accrued interest (2,525} 61) - - {2,525) &1
Value of recognisad tax losses (11,948} (5,583) - - {11,949) 15,583)
Totai deferred tax (assets)ylizbilities [24,759) 6,525) 47,570 2,122 22,801 (4,403

In addition 10 the deferred tax asseis/liabilities that wers recognised for UK GAAP purposes the Group has this year recognised additional
termporary differences as a resuit of adopting IFRS. The additional impact of this is detailed below.

Goodwili on US acquisitions

IFRS requires that deferred tax is recognised on temporary differences which are expected 1o ba recoverasd. A temporary difference arises between
the tax and accounting ireatment of the goodwill arising on the acquisition of the assets made by Gyrus (e.g. the ENT Oivision). For tax purposes,
reliet is oblained on the goodwill whereas for accounting purposes. the amount is no longer amortised only tested for impairment. As a result of
transiating the deferred tax asset associated with the goodwill relief, a foreign exchangsa loss has been charged to reserves.

Share options

In accordance with IFRS 2 ‘Share based payments' the Group has recognised a charge to the income statement which represents the fair value of
outstanding share based payments granted to employees. However, for tax purposes, most option schermes wilt only give rise 1o a deduction at the
date of exercise, thus giving rise to a temporary timing difference between the accounting and 1ax treatment.

IFRS requires that deferred tax is recognised on this temporary difference which is expected to be recovered. The basis of caiculation for defarred
1axation is the difference between the market price at the balance sheet date and the exercise price of the share based payment reflecting

expected levels of vesting.

Business combinations

Under IFRS, a deferred tax balance is recognised in a business combination for any difierence between the fair value of an acquired asset and its
equivalent tax base. The intangible assets acquired during the acquisitions made during 2005 have been recognised for accounting pumoses but
have no equivalent tax basis. The Group has therefore recognised an incremental deferred tax liability of £41,368,000 on these acquisitions, with

& corresponding asset recegnised within goodwill.
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Contingent rights - Employee Share Option Plans
A1 31 December 2005 Directors and employees held the following options to subscribe for ordinary shares of 1p each. | A

Exercisa 2005 2t
price per nurmber R )
HNormally exercisable between share: 6! shares Q! shares )
The Gyrus 1997 Approved Share Option Scheme ) s
15/07/01 to 15/07/08 159.50 17,500 X B
DB/33/02 to 08/03/09 191.0p 5,300 7000
0110402 1o 01/10/09 178.5p 6,600 27,571 ]
28/03/03 to 28/0310 405.0p 4,740 7,740
16/10/03 10 16/10/10 _ 330.0p 28,078 34523 |
23/03/04 0 23/03/11 311.5p 17,840 3730 ;!
02/10/04 to 02/10/41 202.5p 24,301 74458
08/04/05 to 08/04/12 284.5p 6,852 11.915 '
16/10/05 to 1610012 155.0p 47,575 138,469
26/03/06 1o 26/03/13 160.5p 19,195 20850
16710406 1o 16/1013 : 197.5p 56,442 60,173 ] I
07/05/07 to 07/05/14 213.5p 11,142 13961
25/10/07 to 25/10/14 240.0p 23,833 26333
269,398 456,163 '
The Gyrus 1937 Unapproved Share Option Scheme %
01740402 16 01/10/06 178.5p - 12,129 {
16/40/03 to 16/10/07 330.0p 156,400 170084 |
23/03/04 to 23/03/08 3i1.5p 370 740 '
29/06/04 to 29/06/08 264.5p 148,055 148,055
02/10/04 to 02/10/08 202.5p 45,000 100372
08/04/05 10 08/04/12 284.5p 151,316 151,316 t
16/10/05 o 16/10/12 155.0p 87,123 146,097
26/03/06 to 26/03/13 169.5p 16,018 16018 |
16/10/06 to 16/10/13 187.5p 560,663 586,163
07/06/07 to 07/06/14 213.5p 83,835 67,633
25/10/07 1o 25/10/14 240.0p 251,175 266,175 i
26/04/08 to 26/04/15 266.5p 35,000 -
7,524,045 1664762
The Gyrus Group PLC US Stock Option Plan ‘
29/06/04 to 29/06/11 264.5p 17,890 17800 . i
03/10/04 to 03/10/11 202.5p 188,015 244509 , \
Varigus 31/12/01 - 31112/03 to 03/10/11 202.5p 130,000 420,000 |
30/10/04 to 30/10/11 200.0p 36,081 47,081
various 31/10/01 — 17/04/03 to 15/1010 330.0p 100,000 100000 |
08/04/05 1o 08/04/12 285.0p 18,434 27612
16/10/05 to 16/10/12 155.0p 238,407 393,297
26/03/06 to 26/03/13 169.5p 95,363 173,510 l
16/10/06 to 16/10/13 197.5p 144,735 186,015
07/05/07 to 07/05/14 2135p 183,209 208,447
25/10/07 10 25/10/14 240.0p 356,885 462,063

|
1,450,010 2080424 | |

|

|
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Exercise 2005 2004
pnice per number mimbe:
Mormaly exercisabls between sharg of shgres of shares
Gyrus Group Qualifying Non-Employee Share Option Plan
08/04/05 to 08/04/12 285.0p 58,800 58,800
168/10/05 1o 1610/12 155.0p 25,500 25,500
26/03/06 to 26/03/13 169.5p 22,000 22,000
106,300 106,300
UK Save As You Earmn Scheme
01/12/04 1o 31/05/05 16t.0p - 9,794
01/42/06 1o 31/05/07 161.0p 30,835 30,835
01/12/05 {0 31/05/06 148.0p 5,073 70,590
01/12/07 to 31/05/08 149.0p 33,068 33,068
01/12/08 10 31/05/07 172.0p 14,683 15,118
01/12/08 10 31/05/09 172.0p 7,372 7,740
01/12/07 to 31/05/08 173.0p 99,155 101,564
01/12/09 to 31/05/10 173.0p 23,497 25,407
01/12/08 to 31/05/09 255.0p 59,472 -
01/12/10 to 31/05/11 255.0p 31,690 -
304,851 294,116
Gyrus Long Term Incentive Plan
31/05/05 to 30/05/08 0.0p 246,580 -
21/07/05 to 20/07/08 0.0p 2,027,273 -
10/10/05 to 09/10/08 0.0p 382,082 -
2,655,935 -

US Employee Stock Purchase Plan
At 31 December 2005 the maximum number of shares which could be purchased under the Employse Stock Purchase Flan at the and of the
annual savings contract period in April 2006 was approximatety 37,000 shares (2004: 46,000 shares).

The Gyrus 1997 Approved Share Option Scheme and the Gyrus 1997 Unapproved Share Option Scheme are discretioniary schemes under
which UK Directors and empicyess are granted options to purchase shares in the Company. The exercise price of the option is based on the
market price on the day of grant for all grants before Cctober 2003 and on the day preceding the grant tor those issued thereafter. There is no
discount. Options are capabie of exercise atter three years and within ten years of the date of grant. Those granted since November 2001 are
subject to Total Shareholder Return performance targets, except for those issued to all employees on a formula basis on achieving their six month
anniversary with the Group.

The Gyrus PLC US Stock Option Plan is a discretionary scheme used to award share options to US employeas. The option price is based on the
market price on the day preceding grant and there is no discount. Options are generally exgrcisable after threg years, but the plan does allow for
variable vesting, and within ten years. Performance conditions are not normally imposed on US share options excepi for PLC Board Directors.

The Gyrus Group Qualifying Non-Employee Stock Option Pian is a plan approved by shareholders in 2002 to enable Gyrus to grant share
options, within strict guidelines, to independent sales pecple, consultants and members of the scientific advisory panel. The oplion price is the
market price on the day preceding grant and there is no discount. All grants 10 independent sales people have sales-related performance
conditions. Options are exercisable after three years and within ten years.

The Save As You Earn Scheme is a scheme under which UK employees can enler into savings contracts with a building society for a period of
three or five years and use the proceeds of their savings account to purchase shares in the Company on the exercise of options. The option price
is the market price on the day preceding the invitation date discountad by a maximum of 20%.

The US Employee Stock Purchase Plan is a scheme under which US employees can participate in a 12 month purchase plan during which they
can glect to have a percentage of their compensation withheld, subject to a maximum of 10% of gress basic salary, capped at a maximum
contribution of USE375 per month. After the end of the 12 month offering period the coniributions are used 1o purchase ordinary shares in the
Company at the lower of the market price at the opening of the offering period or the closing of the offering peried, discounted by 15%.

The Gyrus 2005 Long Term Incentive Plan is a discrationary plan which provides for the grant of conditional awards or nil cost options over 1p
QOrdinary Shares in tha Company. Awards normally vest following the third anniversary of grant once certain performance conditions have been
satisfisd and provided that the participant remains amployed by the Group. The performance conditions are based on earnings per share growth,
The fair value of granis under this scheme are determined as being the mid market guote on the day preceding grant which is charged to the
income statement evenly over the three year vesting pariod.

Details of options granted to Directors ana the share price ranges in the year are given in the Directors’ Remuneration Report on pages 37 to 42.
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17. Eamnings per share

Basic earnings per share

The calculation of basic earnings per share for the year ended 31 December 2005 was based on the profit attributable 1o ordinary shareholcers

of £6,276,000 (year ended 31 Decemnber 2004: £8,483,000) and a weighted average number of ordinary shares outstanding at 31 December 2005
of 111,601,948 {year ended 31 December 2004: 83,426,097).

Diluled earnings per share

The calculation of dilutad earnings per share for the year ended 31 December 2005 was based on the profit attributable to ordinary shareholders
of £6,276,000 (vear ended 31 December 2004; £8,483,000) and a weighted avarage number of ordinary shares at 31 December 2005 of
115,368,521 (year ended 31 December 2004: 83,809,138).

Year snciad Year ended

31 December 2005 31 December 2004

Eamnings £000 2000
Earnings for the purpose of basic and diluted eamings per share 6,276 8,483
Yesr ended Year ended

31 Decamber 2005 31 Lecember 2004

Woeighted average number of ordinary shares Number Number
Issued ordinary shares at 1 January 83,652,980 83,306,045
Effeci of share options exercised 289,121 120,048
Etffact of shares issued to acquire ACMI 27,659,847 -
Weighted average number of ordinary shares at 31 December 111,601,948 83,426,097
Dilutive effect of share options in issue 3,766,573 383,041
Weighted average nurmnber of ordinary shares at 31 December {diluted) 115,368,521 83,809,138
Year anded Year endad

31 Decembaer 2008 31 December 2004

Basic earnings per share 5.6p 10.2p
Dilited earnirkgs per share 5.4p 10.1p

Adjusted earnings per share

In order to provide a clearer measure of the Group’s underlying performance, profit attributable to ordinary shareholders is adjusted 10 exclude
items which management consider will distort comparabilty. Adiusted basic earnings per share has been calculated by dividing adjusted profit
attributable to ordinary shareholders (ses table below for adjustments made) of £15,835,000 (year ended 31 December 2004: £9,345,000) by the
weighted average number of ordinary shares outstanding at 3t Decermber 2005 of 111,601,948 (year ended 31 December 2004; 83,426,097},
Adiusted diluted earnings per share has been calcutated by dividing adjusted profit attributable to grdinary shareholders of £15,385,000 (year
ended 31 December 2004: £9,345,000) by the weighted average numbers of ordinary shares cutstanding at 31 December 2005 of 115,368,521
{year ended 31 December 2004: 83,809,138).

Year ended Yaar ended

21 Decamber 2005 31 December 2004

Earnings £000 £000
Earnings for the purpose of basic and diluted earnings per share 6,276 8483
Net impact of fair value adjustrents on acquired inventory and option accounting 2,708 -
Restructuring charges 2,269 -
Amortisation of acquired intangible assets 3,673 -
Charge relating to 'special’ LTIP award” 872 -
Deferred taxation (261) 862
Eamings for the purpose of Adjusted Earnings Per Share 15,835 9,345
Year ended Year enclad

31 December 2005 31 December 2004

Adjusted basic earnings per share 14.2p 11.2p
Adjusted diluted earnings per share 13.7p 11.1p

* Ag part of the acquisition of American Cystoscape Makers inc, a8 'special’ awand of conditional shams under the Group's LTIP schama was approved by sharghoiders and was made 0 retain and
incentivise approximately 25 key executives to mitegrata the business effactively. The ewarg wil create 8 charpe over appraximately theee years untl the patential vesting date of July 2008. The:
charga relating 1o this award is considered o be another form of integration/restructing cost.
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18. Interest-bearing loans and borrowings
This note provides information about the contractual terms of the Group's interest-bearing loans and barrowings.

31 December 2005 31 Decamber 2004

£000 £000

Non-current liabilities
Secured bank loans 136,731 -
Financs lease liabiities 146 126
Other creditors - B
136,877 134

Current liabilities

Secured bank lcans 13,123 8,928
Current portion of finance lease liabilities 134 58
13,257 8,986
Stering Ewo US Dollar lotal
£000 £000 £000 £000
Loan batance at 1 January 2005 1,500 3.964 3.464 8928
Repayments 1,500) 413) {2.827) (4,740}
Utilisation of new loan facility - - 140,143 140,143
Foreign exchange movement - (116) 5,639 5,523
Loan balance at 31 December 2005 - 3,435 146,419 149,854

Af 31 December 2004 Gyrus Group PLC had an outstanding loan balance of £8,928,000 under a revolving loan facility of £30,000,000 which was
due to expire in Decermnber 2005, In order to finance the acquisition of American Cystoscope Makers inc, new banking facilities were agreed which
comprised a term 1oan of $250 million togeiher with a $30 million revolving credit facility. The remaining balance on the previous loan facility &t

21 Jduly 2005 was refinanced under the terms of the new facility.

The $250 milion loan is for a fixed term of five years with repayments due as disclosed in this note. The loan attracts a maximur rate of US dollar
LIBOR plus 1.75% provided that Total Net Debt io Consolidated EBITDA (as defined in the facility agreement) is fess than 3.50 and a minimum rate
ot US dollar LIBOR plus 0.75% provided that Total Net Debt to Consolidated EBITDA is less thars 1.0C.

Each advance drawn down under the $30 million revolving credit facility is repaid on the last business day of each fixed term interest pericd
{typically three to six months). As the term of the revolving credit facility is for a peried of five years from 21 July 2005, amounts drawn down under
this facility are shown as non-current liabilities where repayments are due in greater than one year. The interest rate for each advance drawn under
the revolving facilty is fixed on the date of the advance for the agreed interest period at US dollar LIBOR plus 1.75%. The margin added to US
dollar UBOR follows that disctosed tor the term loan facility. Amounts drawn down on this facility at 31 December 2005 were US$1,650,000 and
EURES5,000,000. These loans are disclosed as due in less than one year in the Term and debt repayment schedule below.

The $250 miflion loan and $30 mition revolving credit facility are secured by a fixed and floating debenture on the assets of the Group.

Term and debt repayment schedule

31 December 2005 31 December 2005 3i December 2005 31 December 2004 31 Decamber 2004 31 December 2004

Less than 1 year 1-2 years 2-5 yoars Less than | year 1-2 years 2-5 yaars.
£000 £000 £000 000 2000 £000

Secured bank loans
GBPE 1,500,000 at 6.1725%" - - - 1,500 - -
US$ 2,000,000 at 3.24%"* - - - 1,042 - -
US$ 4,650,000 at 3.38%" - ~ - 2,422 - -
EURE 5,000,000 at 3.48%" - - - 3,539 - -
EURE 600,000 at 3.426%* - - - 425 - -

USS$ 250,000,000

Capped at 4.75%, collar at 3.96% + margin® 2,182 5,818 28,364 - - -
Capped at 4.75%, coliar at 4.19% + margin® 4,364 11,637 56,730 - - -
Variable at LIBOR + margin” 2,182 54818 28,364 - - -
USE 1,856,000 at 6.13875% 960 - - - - -
EURE 5,000,000 at 4.178% 3,435 - - - - -
13,123 23,273 113,458 8,928 - -

" Margin varies dependent upon the Total Net Debt to Consolidated EBITDA.
“* Includes margin.
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Finance lease liabilities
Finance lease liabilites are payabla as follows:

31 Decernber 2005 31 December 2005 31 December 2005 31 December 2004 31 December 2004 31 Deceinber 2004

£000 £000 £000 £000 £000 £00G

Payments Intarest Principal Payments intarest Principat

Less than ore year 146 20 126 58 7 51
Between one and five years 134 8 126 126 14 112
280 28 252 3 21 163

18. Employee benefits

Defined contribution plans

The Group operates defined contribution retirement benefit plans for all qualifying empioyses. The assets of the scheme are held separatsly from
those of the Group in funds under the control of trustees. Where employees leave the schemes before the vesting date the employers contributions
are refunded.

The total cost charged to income of £1,375,000 (2004: £1,098,000) represents amounts payable to these schemes by the Group at rates specified
in the rules of the schemes. At 31 December 2005 contributions of £555,000 (2004: £171.926) due in respect of the current reporting period had
not been paid over to the schemes and ara included within non-trade payables.

Defined benefit plans
The Group has two defined benefit plans which were assumed on 21 July 2005 as part of the acquisition of American Cystoscope Makers inc {' ACMI'):

Retirement plan for the hourly rated employees

ACMI, has a non contributory defined benefit plan (the ‘Plan'} covering hourty union employees at one of the Group’s manufacturing facilities. The
Company contributes such amounts as are necessary on an actuarial basis to provide the ‘Plan’ with assets sufficient to meet the benefits to be
paid to the ‘Plan' participants. Under this scheme employees are entitled to receiva a defined monthly benefit rate at a normal retirement age of 65.

Amagunts recognised in the income statement in the period since acquisition in respect of the scheme are as follows:
Year ended
31 Decembear 2005
£006

Current service cost e
Interest costs 59
Expected return on pian assets {62}
35
The expense is recognised in the following ne items in the income statement:
Year endad
31 December 2005
£000
Cost of sales 38
Finance income {62)
Finance expense 59
35
The amount included in the balance sheet in respect of this defined benefit retirement plan is as follows:
200!
:oog
Present value of funded obligations {2,807}
Fair value of plan assets 2,861
Asset recognised in the balance sheet at 31 Decamber 2005 54
The plan assets of the schems are distributed between cash, equity and fixed income investments as follows:
2005
£000
Cash and cash equivalents 15%
US equity 41%
International equity 9%
Fixed incorne investments 35%
Total 100%

The cbjective for the assets is protection of capital and a targeted average annual return {net of fees) equating to the expacted return rate.
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The movement in the fair value of plan assets is as follows:

2005

£000
Fair value of plan assets as at date of acquisiion of ACMI 2,607
Expected return on plan assets 62
Actuaria! loss {47)
Employer contributions 152
Benefit payments (21)
Foreign exchange gain 108
Fair value of plan assets at 31 December 2005 2,861
The movement in the fair value of the present value of funded obligations is &s follows:

00
Dbligation at date of acquisition of ACMI 2,640
Service cost 38
Interest cost 59
Actuarial gain (13)
Benelit payments {21)
Foreign exchange loss 104
Qbligation at 31 December 2005 2,807
Movaments in the net {liabilityl/asset recognised in the balance sheet were as follows:

000
Lrasility acquired through acquisiion of AGMI @3
Contributions received 152
Expense recognised in income statement {35}
Actuarial losses during the period {35)
Foreign exchangs gain 4
Net assets at 31 December 2005 54
Principal actuarial assumptions at the balance sheet date were as foliows:

2005
Discount rate at 31 December 2005 and at acquisition date 5,50%
Expected return on plan assets at the balance sheet date 5.75%

Future salary rises do not affect final pension payments. A fixed pension amount is paid 10 all scheme members on retirernent irrespective of

final satary.
Gyrus Group PLC expects to contribute £230,000 during 2006.

Multi employer pension plan

ACMI also contributes on a monthly basis an amourt that has been pre-agreed with another union into a multi employer pension plar in respeci
of certain employees at one of the Group's US manufacturing plants. The union does not provide actuarial valuations of the scheme 1o participating

ermployers but has confirmed that, at the date of acquisition, a funding deficit existed. This deficit amounted to £658,000 and, as a resuit, fult

provision for this amount was included in the acquisition opening balance sheet.

During the year, pension: contributions totalling £100,000 were paid into the schemea and, at 31 December 2005, pension contributions accrued

ard not paid amounted to £77.000 and are included in non-trade payabies.
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Equity compensation benefits
As disclosed in note 16, the Group has established a number of shara option programmas for employees. Awards vest thres years after the date
of grant and those granted since November 2001 are subject to Total Sharshoider Return performance targets. Options expire seven years after

vesting. A description of each of the schemas is disclosed in note 16. The mavement on the number of share options is shown below.

QOptions outstanding at 31 December

Year ended Year endad
31 December 2005 31 Decermnber 2004
Number of opticns Mumber of options

Gramed
Options outstanding at 1 January 4,874,990 4,516,632
Options granted during the year 162,969 1,228.719
Options exercised during the year (944,763) (346,531)
Options lapsed during year {392,776} (523,430)
. Options outstanding at 31 December 3,700,420 4,874,890

Vested

Options outstanding at 1 January 1,495,116 492,080
Options vested during the year 1,061,612 1,526,780
Options exercised during the year (944,763} (346,531}
Options expired during the year {96,625} (176,823)
1,515,340 1,495,116

The Group received proceeds of £1,759,000 (2004: £480,000} in respect of the 944,763 options (2004: 346,931 options) exercised during the
year. £9,000 was credited to share capital {2004; £4,000) and £1,750,000 (2004: £476,000) was credited 1o share premium (see note 16).

20. Provisions

Warranty Restructunng Ervironmental Pension Total
£000 £000 £000 £000 £000
At 1 January 2005 - - - - -
Acquired through business combinations 680 - 906 659 2,245
Provisions made during the year 92 2,369 - - 2,461
Provisions used during the year - {1,562} - - (1,562)
Provisions reversed during the yaar {22 - - - 22
Exchange moverment 25 13 34 25 97
At 31 December 2005 775 820 940 684 3,219
Warranty

The Group gives warranties at the time of sale to purchasers of a number of product lines. Under the terms of the warranty, the Group underakes to
repair and replace items that fail 1o perform to spacification within & given penod from sale. The period of waranty is dependent upon the type of
product but generally is one year from the point of sale to the end user.

Restructuring

As disclosed in note 3, since tha acquisition of American Cystoscope Makers Inc a number of restructuring costs hava been incurred including
severance costs, short term sales commission akignment, asset write-offs, alignment of global IT systems and a number of sundry costs. Notification of
termination to individuals affected by restructuring activities occurred prior to 31 Decernier 2005 but certain severance costs will only be paid out on a
monthly basis during 2006. The provision reflects these expenses which will be paid during 2006.

Environmental
As part of the acquisition of American Cystoscope Makers Inc an independent repor was commissioned to assess the potential level of contaminates
at two manufacturing sites in the US. The provision represents the anticipated expense of additional follow up investigations and site remediation.

Pension

As distlosed in note 19, ACMI contributes on a monthly basis an amount that has been pre-agreed with the union into a multi employer pension plan.
The union does not provide actuarial valuations of the scheme to participating empioyers but has confirmed that, at the date of acquisition, a funding
deficit existed. This deficit has been disclosed as amounting to £6858,000 and, as a result, a provision has been included in the acquisition opening
balance sheet.
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21. Trade and other payables
31 December 2005 31 Decernber 2004

£000 00O
Trade payables 9,546 2,878
Non-trade payables and accrued expenses 26,445 8717
Interest payable 1,485 g0

37,476 11,685

22. Financial instruments
Exposure 1o credit, interest raie and currency risk arises in the normal course of the Group's busingss. Derivative financial instruments are used 10
hedge certain transaction exposures to foreign exchange rates and interest rates.

Credit risk
The Group sets credit limits for customers based on a combination of payment history and thirg party credit references. Credit limits are reviewed
by credit controllers on a regutar basis in conjunction with debt ageing ang collection history.

The cradit risk on derivative financial instruments is very fimited as the counterparties are banks with high credit ratings assigned by independent
international credit rating companies.

The Group has no significant concentration of credit risk, with exposure spread over a large number of customars.

Interest rate risk

Hedging

The Group adopts a policy of ensuring that at least 50% of its exposure to changes in interesi rates on fixed term borrowings is hedgad.

At 31 December 2005, the Group had entered into two interest raie cap and collar transactions. The ¢ap on both financial instruments is US
dollar LIBOR rate of 4.75% and the collars are 4.19% and 3.96% respectively. Both instruments mature over the next five ysars consistent with
the maturity of tha related $250 million loan. At 31 December 2005 the Group had interest rate hedges with a notional contract amount of
$187,500,000 (2004: Snil).

The Group classifles interest rate hedges as cash flow hedges and siates them at fair value. The fair value at 31 December 2005 was £864,000
{2004: Enil) comprising a financial asset of £664,000. This amount was recognised as a non-trade receivable in other current assats.

Less than
Effectve Total 1year tilo2years 2todyears Stodyears 41io5ysars
Note interast rate £000 £000 £000 000 £000 £000
Cash and cash equivalents 15 1.9100% 20,194 20,194 - - - ~
Secured bank loans
US$ 250,000,000 18 5.8931% (145,459 {8,728) (23,273) (32,001 (37,819) {43,638)
Us$ 1,650,000 18 6.1388% {960) {960) - - - -
EUR€ 5,000,000 18 4.1780% (3,435} {3,435) - - - -
Finance lease lability"™ 18 6.8600% {280 {146) (134)

{125,940 6,925 (23,407} (32,001) (37,818 (43,638

* LS doflar LIBOR rate of 4.24313% plus 8 margin of 1.75%.
** Liabiity bears interest &t & fixed rate.

Foreign currency risk
The Group incurs foreign currency risk on sales and purchases that are denominated in currencies other than stering. The currency primarily giving
rise to this risk is the US dallar.

The Group hedges at least 80% of the anticipated US dollar cash flows for net anticipated receivables/payables in the first three months forward,
at least 50% in months four 1o six forward and at least 25% in months seven to twelve forward. The Group uses forward exchange contracts to
hedge its foreign currency risk. Al of the forward exchange contracts have maturities of less than one year later than the balance sheet date with
the exception of one forward contact for US$375,000 which has a termn which expires on 31 January 2007.

When financing material asset purchases or acguisitions the Group's policy is to create a natura! hedge, as far as possible, in respect of any
borrowings used for such purposes. In respect of the Amarican Cystoscope Makers Inc ('ACMY) acquisition, the Group applied this policy by
raising the loan facility in US dollars, being the principal currency of the assets acquired and the trade of ACML.

The Group designates its forward foreign exchange contracts of the variabitity of cash flows of a recognised asset or ¥ability, or a highly probable
forecasted transaction as cash flow hedges and states them at fair value. The fair value of these forward exchange contracts used as hedges of
firm commitments and forecastad transactions at 31 December 2005 represented a liability of £147,000 that is recognised in non-trade payables.
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At 31 December 2005, the Group had the following obligations to sell currency: : .

Currency Amount ouisiending Exchange rates Tenm '

Uss 208.000 18045 1o 31 January 2006

Uss 250.000 1.7402 to 17 March 2006 .

uss 200,000 1.7432 1017 March 2006 |

uss 200,000 1.8803 10 28 Aprii 2006

uss 175,000 1.8567 10 26 April 2006 ;

uss 300,000 1.8278 10 28 April 2006,

USs$ 75,000 1.8050 t0 28 Aprl 2006 )

uss 200,000 1.8791 to 31 May 2006

Uss 250,000 1.7159 to 31 May 2006 . ;
uss 75,000 1.8246 to 31 May 2006

us$ 175,000 1.8559 to 31 May 2006

USs 200,000 .7304 1031 May 2006 |

Uss 300,000 1.8272 to 31 May 2006 |

Uss 200,000 1.8779 1031 May 2006 ! ‘
uUs$ 375,000 1.8043 1031 May 2006 !
uss 175,000 1.8551 10 30 June 2006 |

uss 150,000 1.8835 1030 June 2006

uss 225.000 1.8925 to 30 June 2006 |

Uss 150,000 1.8816 1031 July 2008 !

Uss 75.000 1.8643 10 31 July 2006 ‘
USS 150,000 1.8696 10 31 July 2006 .
uss$ 300,000 1.8000 to 31 August 2006 |

US$ 75.000 1.8080 to 31 August 2006 |

uss 300,000 1.7859 10 28 September 2006

US$ 375,000 1.7234 to 31 January 2007 | ,

At 31 Decarnber 2004, the Group had the following obligations to sell cumency: '

Currency Amount outsianding Exchangae rates Term l

uss 300,000 1.791 10 01 February 2065

uss 350,000 1.7984 10 29 April 2005 | !
uss 250,000 1.7677 10 28 April 2005 i ‘
Uss 100,000 1.7762 10 26 Apxil 2005

USs 450,000 1.8311 1o 29 April 2005 i

uss 250,000 1.7864 1003 May 2005 !

Uss 250,000 1.7653 to 3% May 2005 ! .
Uss 400,000 17737 10 31 May 2005

Us$ 350,600 1.8871 10 31 May 2005

UsE 250,000 1.7833 to 01 June 2005

us$ 250,000 17704 10 30 June 2005

uss 250,000 1.7602 to 30 June 2005

Uss 215,000 19189 to 30 June 2005

US$ 250,000 1.7798 to 01 July 2005

us$ 250,000 1.8231 to 29 July 2005

uUs$ 250,000 1.7754 10 01 August 2005

At 31 December 2005 the Group had obligations to sell US dollars under an Enbanced Forward Window Transaction agreement. The exchange i
rate for the transaction will be dependent upon the pravaiing spot rate three working days prior to the settlement date. If the spot rate is greater than
1.7880, then the exchange rate used for conversion to sterfing will be 1.7880. ¥f the spot rate is between 1.6750 and 1.7880, then the exchange rate
used will be the spot rate, and if the spot rate is less than 1.6750, then the exchange rate used will be 1.7385. The fair value of this hedging contract
on a mark to market basis was £23,000. This has been recognised as a financiat liability and is contained within non-trade payables.
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Adjusiments to the fair value of cash flow hedges are reported in equity when designated as effective hedges. The ineffective portion is immediately
recognised in the income statement. Otherwise the gains and losses wil be reported in the income statement only when the forecasted transaction
occurs and is recognised in the incoma statement. A surmmary ¢f the Impact of cash flow hedges on equity and on the income statement is
disclosed below.

Gains Losses
2005 2005
Adjustments reported in equity
At 1 January 2005 - -
Changes in accounting policy relating to first time adoption of 1AS 39 - 115
Fair vakue adiustmants of effective cash fliow hedges |768) -
Adjustments reported in income statement when the forecasted transaction occurred {154) 343
At 31 December 2005 {822) 458
Adjustments reported in income starement
Ineffective portion of cash flow hedges charged to the income staternent” 1,880 -
Adjustments reported in income statement when the forecasted transaction occurred 154 {343)
Effect on income statement of cash flow hedges 2,134 {343)

* nole {b) on the face of the incorme statement sets out lhe crcumsiances of this material non-recLming hedging gan.

Sensitivity analysis

In managing interest rate and currency risks the Group aims to reduce the impact of short term volatility on the Group's earnings through
transaction exposures. The Group does not hedge its exposure to fluctuations in earnings based upon translation of foreign cumency earnings
on consolidation. Over the longer term, however, permanent changes in foreign exchange and interest rates would have an impact on
consolidated earnings.

The $250 million loan and $30 million revotver facilities attract interest based on US LIBOR, It is estimated that a general increase of one
percentage point in interast rates would have decreased the Group’s profit before taxation by approximately £628,000 (2004: £145,000).
Interest rate hedges have been included in this calculation.

Although the Group consolidates a number of entities whose functional currency is not sterting, 84% of revenue is US$ denominated. Itis
estimated that a general reduction of 10 percertage peints in the valus of the US dollar against sterling would have decreasad the Group's
profit before taxation Dy approximately £2,375,000 (2004: £1,327,000).

23, Operating leases
Future mirimum lease payments under non-cancellable operating leases

31 December 2005 31 Decernber 2004

£000 £000

Less than one year 2,394 866
Between one and five years 5,892 3,103
More than five years 3,080 3,864
11,366 7,833

There are two laases of significance within the Group. The lease of one of the ACMI manufacturing sites has lease payment obligations of
approximately £631,000 per annum. The inception date of the isase was March 2005 and the lease ends in December 2008, Leasa increases of
3% par annum are included within the contract. The lease of the ACMI head office has payment cbligations of approximately £712.000 per annum,
The inception date of the lease was February 2002 ar the lease ends in April 2007. There are no provisions for increases in rent in the terms of
the contract,

Curing the year ended 31 December 2005 £1,787,000 (2004: £1,076,000) was recognised as an expense in the income statement in respect of
operating leases.
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24, Group entities

The Company and the Group has investments in the following principal subsidiary undertakings which affected the profits o net assets of

the Group.
Country of inCorporalion Pringipal activty Holding %
Gyrus Medical Limited Great Britain Design, davelopment, manufacture and 160,447 ordinary
marketing of surgical systems sheres of £1 each 100
804,532 A preference
shares of 50p each 100
39,380 B preference
shares of £2 each 100
589,926 AA convertibie
shares of £1 each 100
258,100 BB convertible
shares of £1 each 100
Gyrus Medical Inc* United States of America Dasign, development, manufacture and 100 shares of US$0.01 each 100
marketing of surgical instruments
Gyrus International Ltd Great Britain Sales and marketing of medical devicas 50,000 ordinary shares
of 10p each 106
Gyrus ENT LLC* United States of America Design, development and manutacture 100 shares of US$0.01 each 100
of medical devices
Gyrus Madical B.V." Holland Sales of medical devices 350 shares of €45 each 100
Gyrus Medical BVB.A* Belgium Sales of medical devices 186 shares of €100 each 100
Gyrus Medical GrbH Gemnany Sales of medical devices 100 shares of €260 each 100
Gyrus North American Sales Inc®  United States of America Sales and marketing of medical devices 1,000 shares of US$ 1 each 100
Gyrus Australasia Pty Lid Australia Sales and marketing of medical devices 100 shares of AUDE 1 each 100
Gyrus ACMI Australasia Lid New Zealand Sales and marketing of medical devices 100 shares of NZD$ 1 each 100
ACMi Corparation* United States of America Design, development, manufacture and 1,000 shares of US$ 0.01each 100
marketing of surgical systems
ACMI International Inc* United Slates of America Séles and marketing of medical devices 100 shares of USE 0.01 each 100
ACMI Canada Inc* Canada Sales and marketing of medical devices 100 shares of CAN$ 0.01 each 100
CByond Lid” Israel Design and development 100 shares of 1 Israeli
of medical devices Shekel each 100
ACMI Japan K.K." Japan Sales and marketing of medical devices 200 ghaves of
¥50,000 each 100
WIT Holdings Inc* United States of America Helding comparty 100 shares of 00
US$H0.01 each
Cabot Technology Corporation*  United States of America Holding company for inteliectual 1.000 shares of 100
property assets USE0.01 each
ACMI sA* France Sales and marketing 25,000 sharas of 100
of medical devices €1.52 sach
ACMI GmbH* Gemnany Domant 1 share of 100
£25,564.59
WIT IP Corporation® United States of Arerica Holding company for inteflectual 100 shares of 100
property assets US$0.1
C2Cure Inc* United States of America Holging company 1,025,648 shares of 100
US$0.01 sach
Gyrus Holdings Ltd Great Britain Hoiding company 1,650,000 ordinary 100
shares of £1 sach
Gyrus Invastments Ltd Great Britain Holding company 1,650,000 ordinary 100
shares of £1 each
Gyrus US Holding Corporation®  United States of America Holding company 1,600 shares of 100
US$0.01 each
Gyrus Acquisifion Tennesee inc®  United States of America Holding company 100 shares of 100
US$0.01 each

" indirect investments of the Company through wholly cwned intermediary hoiding companies within the Group.
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25. Explanation of transition to IFRS

As staled in the accounting policies {a) Statement of compliance, these are the Group's first annual financial statements prepared in accordance
with International Financial Reporting Standards as adopted by the EU (FRS).

The accounting policies disclosed have been applied in preparing the consolidated financial information for the year ended 31 December 2005, the
comparative information for the year ended 31 December 2004 and the preparation of an opening IFRS balance sheet at 1 January 2004 {the

Group's date of transition).

in preparing its opening IFRS balance sheet and comparative information for the year ended 31 Decernber 2004, the Group has adjusted amounts
reported previously in financial statements pregared in accordance with UK GAAP.

An explanation of how the transition from UK GAAP to FRS has affected the Group's financial position and financial performance is set out in the

following tables and the notes that accompany the tables.

1 January 2004 31 December 2004 31 December 2005
Effect of Etfect of Eftect of
trangition transdion transttion
UK GAAP w0 IFRS iFRS UK GAAP 10 IFRS IFRS UK GAAP to IFRS IFRS
Nole £000 £O00 £000 000 £000 £000 £000 £000 £000
Non-current assets
Property, plant and equipment 12,097 - 12,097 10,398 - 10,386 20,057 - 20,057
Goodwil 25 96,880 (37) 96,643 85,241 5,458 80,709 343,664 (55,637} 2B8,027
Other intangible assets 3 870 - 870 124 141 265 4,499 105,789 110,288
Deferred tax asset 4,6 - 5,452 5,452 - 4,403 4,403 22,037 (22,037} -
109,647 5415 115,062 95,761 10,012 105,773 390,257 28,115 418,372
Current assets
Inveniories 16,814 - 16,814 13,434 - 13,434 33,140 - 33,140
Trade receivables 12.061 - 12,061 13.834 - 13,834 35,509 - 35,508
Deferred tax asset 5] 6,160 6,160) - 6,082 (6,082) - - - -
Other curmrent assets 2182 - 2,182 2,480 - 2,480 8,020 829 8,849
Cash and cash equivalents 5,392 - 5,392 7.263 - 7.263 20,194 - 20,194
42 609 6,160) 36,449 43,083 (6,082) 37.011 98,863 529 97,692
Total assets 152,256 (745) 151,511 138,854 3,930 142,784 487 120 28,944 516,064
Equity
Share capital {2.156) - 2,156) {2,160) - 2.160) (2,785) - (2,785)
Share premium {151,971} - {151,971) (152,447) - {152,447) {(303,699) - (303,699
Merger reserve (3.860) - (3,860) {3.860) - (3.860) {3,860) - {3,860)
Other reserves °] - 708 708 - 9,034 9,034 {5,543) (4,924) {10,467}
Retained earnings 9 36,400 - 36,400 40,749 {12,969} 27,780 20,056 {750) 19,306
Total equity (121,587) 70B (120,879) (117,718 (3,035) (121,653) (205,831) (5,674) (301,505)
Liabilities
Bank loan (18,888) - (18,888} - - - {136,731) - (136,731}
Obfigations under finance leases
and hire purchase contracts {201) - (201) {126) - {126) {148) - {146)
Deferred tax fabilities - - - - - - - (22,801) {22,801}
Provisions - - - - - - 3.219) - {3,219)
Cther creditors {359) 17 (342) (8) - (8) - - -
Total non-current liabilities {19,348) 17 (19,431} (134} - [i34) (14D,096) (22,801) (162,897}
Trace payables 3.175) - (3,175) {2,878) - (2,878) (9,546) - (9,546)
Current tax payable [t=510)] - (850) {3286) - {326) (929 - (929)
QObligations under finance leases
and hire purchase contracts {107) - (107) (58) - (58) {134) - (134)
Bank overdrafts and loans due
within one year {1,667) - {1,667) {8,928) - (8,928) (13,123) - {13,123}
COther creditors 5 {264) 20 (244) {1,298) 5 (1,293) {6,890) {2986) (7,186}
Accruals and deferred income {5,158) - (5,158) (7,514) - (7,514)  {20,571) {173) (20,744}
Total current liabilities {11,221) 20 (11,201} (21,002) 5 {20,987) {51,193) [4B9) (51,662)
Total habilities (30,669) 37 (30,632 {21,136} 5 {21,131} (191,285)  (23,270) (214,559)
Total equity and liabilities (152,256) 745 {151,511} (138,854} (3,930) (142,784} {487,120) (28,944) {516,064)
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NOTES TO THE CONSOLIDATED
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Year ended 3 December 2004 Year enclec 31 December 2005
Etfect of Ettact of
UK GAAP transiion transition
[resigled) tG IFRS IFRS UK GAAP te IFRS IFRS
Note £000 £000 {000 £000 £000 £060

Ravenue 86,930 - 86,930 150,376 - 150,376
Cost of sales 1 (35,570) - (35,570} (62,0086} {4,686)  (65,692)
Restructuring - - - {50 - [EX4]
Gross profit 51.360 - 51.360 83,313 {4,586) 83,627
Other operating income B4t - 647 1,501 - 1,501
Seling and distribution expenses i (23,158) - 23,158} {38,855} {2,524) {41,479}
Restructuring - - - (1,208} - {1,206}
Research and development expenses 1,3 (7,280) 141 (7.139)  13,344) {1,153)  (14,497)
Restructuring - - - - - -
General and administrative expenses 1 (10,840) {788y (116290 (7,310 888 {16,422)
Restructuring - - - [1,506) - {1,7086)
Goodwill amortisation 2 {5,508) 5,505 - 11,334) 11,334 -
Operating profit 5218 4,857 10,075 6,550 3,859 10,418
Profit on sale of land 7 373 {373) - - - -
Loss for the period from terminated operations 7 {400} 400 - - - -

5,19 4,884 100758 8,559 3,859 10,418
Financial income 10 170 762 932 3,227 - 3,227
Financial expenses 10 {288 (32) {1,020) {5,648) (1,062) {6,710}
Profit before taxation 4,373 5614 9,987 4338 2,797 6,935
Taxation 4 {485) {1,019) (1,504) {659) - (659)
Profit for the year 3,888 4,585 8,483 3,479 2,797 6,276
Earnings per ordinary share
Basic 47p 5.5p 10.2p 3.1p 2.5p 5.8p
Dilted 4.6p 5.5p 10.1p 3.0p 2.4p 5.4p
Adiusted basic 11.1p 0.1p 11.2p 16.1p {1.9p 14.2p
Gyrus Group PLC
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{1) Charge for share based payments

Under IFRS 2 a charge must be recognised for any share based payments including awards under the Group's share option plans, under the Save
As You Earn Scheme, the US Employee Stock Purchase Plan and the Group’s Long Term Incentive Plan. The cost of the option is based on the fair
value of the opticn at the date of grant and is charged to the income statement over the vesting period. A charge has been recognised for all
awards granted since 7 Noverber 2002 and not vested by 31 Decernber 2005, It is charged to the same income staternent expense category as
the costs of the employee to whom the share award has been made. An equivalent amount is credited to the profit and loss reserve in the balance
sheet. Under FRS 20 'Share based payments’ a charge must also be recognised for any share based payments. FRS 20 was effsctive for
accounting periods beginning on or after 1 January 2005, As a resuft the UK GAAP comparativas for the year ended 31 December 2005 include

a charge for share based payments and in accordance with FRS 20, prior year comparatives have been restated.

(2} Goodwill

The Group's policy under UK GAAP regarding the amortisation of goodwill was to amortisa the goodwill over 20 years. Under IFRS 3, there is no
amortisation of goocwill $¢ this adjustment removes the goodwill amortisation charged under UK GAAP. An annual impairment review is performed
under IFRS and any reduction in the carrving value is to be written down through the income statameant. The impairment review at 31 Decembper
2005 confirmed that thera had been no impairment of goodwil.

{3) Capitalised development expenditure

Under UK GAAP all research and development expenditure was charged 1o the profit and loss account as incurred, Under IAS 38 development
expanditure which meets certain specified criteria is required to be capitalised and amortised over its useful Ife. For the period to 31 December
2005 capitalised development expendiure amounted to £253,000 (2004: £141,000). Development expenditure capitalised since 1 January 2004
has bean amortised over a period of five years. This policy has not been applied retrospectively.

(4) Recognition of deferred tax liability where goodwill amortisation Is eligible for a tax deduction
A deferred lax liability is recognised on goodwill which is eligible for a tax deduction in the US but for which, under IFRS, there is no amortisation
charge in the income statement.

(5) Deferred consideration
An adjustment for interest on deferred consideration required under IFRS 3.

{6) Reclassification of defetred tax asset as a non—current asset
Deferred tax is shown in the balance shest as a non-current asset or liability under IFRS, rather than as a current asset or liability under UK GAAP.

(7) Treatment of exceptional items

The audited profit and loss account for the year ended 31 December 2004 includes an exceptional item of £27,000. Under IFRS, there is no
concept of *excepticnal’ items. Material non-recurring items, for example, those of a type that under UK GAAF would be exceptional iterns, may
not be aggregated but may be disclosed separately on the face of the income staternent. The net exceptional item of £27,000 has been included
within the General and Administration heading of the income statement under IFRS. The IFRS adiustment of £4,686,000 represents the write down
of the IFRS 3 derived uplift in acquired inventory as a result of the American Cystoscope Makers Inc acquisition.

(8) Tax effect
Many of the above adjustments reguire an adjustment to the tax charge. The aggregate adjustment represents a net additional non-cash deferred

{ax provision.

(9) Resarve movements

As a result of the adoption of IFRS, a hedging reserve and a transiation reserva have been created. The hedging reserve comprises the effective
portion of the cumulativa net change in the falr value of cash flow hedging instruments related to hedged transactions that have not yet occurred.
The translation reserve comprises all foreign exchange differences arising from the translation of tha financial statements of foreign operations.
These reserves ara shown as 'Other reserves’ for the purposes of the transition balance sheets.

{10) Gain/floss) on foreign exchange
Gains and losses arising on foreign exchange through the profit and loss account were reported within General and Administration expenses under
UK GAAP. Under IFRS, gains and losses have been reclassified 1o financial income and financial expenses within the income staternent.

Gyrus Group PLC has taken advantage of the following exemptions:
t. Under IFRS 3, Business Combinations, no restatement of business combinations prior to adopting IFRS.
2. Under IAS 21, The effects of changes in foreign exchange rates, no prior adjustment for curmulative translation differences that existed at the
date of transition to IFRS,
3. Under IAS 32, Financial Instruments: Disclosure and Presentation, and LAS 39, Financial instruments: Recognition and Measurement, no
restatement of comparatives for 2004 so such information is disclosed in fine with UK GAAP.
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COMPANY ONLY
BALANCE SHEET
AS AT 31 DECEMBER

U

2005 2004
Nole £000 £000
Fixed assets
Tangible asssets 2 120 264
Invesiments 3 301,963 160,458
302,083 160,752 ]
1
Current assets !
Debtors - due within one year 4 18,049 §,732 "
Debtors - gue after more than one year 4 145,884 400 !
Defared tex asset 5 421 421 ;
Debtors 165,354 10,553 .
Cash at bark and in hand 4,294 -
169,648 10,553
Creditors: amounts falling dug within one year & (22,671} (16,635}
[}
Net current assets/(liabilities) 146,977 {6,082} i
Total assets less current liabilities 449,060 154,670 .
Crediors: Amounts falfling dug afier more than one year 7 {136,731) - ,
Neat assels 312,329 154,670 j
Capital and reserves
Share capital g9 2,785 2,180 ,
Share premium account 9 303,699 152,447 .
Merger reserva 9 299 299 ;
Hedging reserve 9 864 - .
Profit ang loss account g 4,682 {236}
Equity shareholders’ funds 312,329 154,670 ;

These financial statements were approved by the Board of Directors on 15 March 2006 and were signed on its behalf by:

SJB Shaw BL Steer
Chief Financiat Officer Executive Chalrman

As permitted under the transition rules for the implementation of International Finance Reporting Standards as adopted by the EU (IFRS), the Company .
only financial statements for Gyrus Group PLC have been prepared under the historical cost convention, modified 16 include revaluation 1o fair value of .
certain financial instruments as required by FRS 26 (Financial instruments: recognition and measurement), in accordance with the Companies Act 1985 '
and UK Generally Accepted Accounting Practices (UK GAAP). .

As permitted by section 230 of the Companies Act 1585, the Company has not presented its profit and loss account.
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NOTES TO THE COMPANY
ONLY FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER

Accounting conventions
The financial statements are prepared under the historical cost convention and in accordance with applicable accounting standards.

Basis of preparation
The following accounting policies have been applied consistently in dealing with items which are considered material in relation 1o the financial
statements, except as noted below.

- FRS 20 'Share based payments’

- FRS 21 'Events after the balance sheet date’

- FRS 25 ‘Finangial instruments: presentation and disclosure’

- FRS 26 'Financial instruments: recognition and measurement’
- FRS 28 'Corresponding armounts’

The accounting pelicies under these new standards are set out below together with an indication of thelr impact on adoption. FRS 28
‘Corresponding amounts’ has had no material effect as it imposes the same requirernents as the Companies Act 1985.

The corresponding amounts in these financial statements are, other than those covered by the exemptions penmitted by FRS 25, restated in
accordance with the new policies. FRS 25 permits the corresponding amounts not to be restated and the Company has adopted this approach.
The cash flow hedging policy set out below provides further details of the bases of accounting for cash flow hedges for the year ended

31 December 2005 and 31 December 2004 and of the change booked on 1 January 2005.

Under Financial Reporting Standard 1. the Company is exempt from the requirernent to prepare a cash flow statement on the grounds that the
Parent underiaking includes the Company in its own published consolidated financiat staternents which can be found on pages 44 10 79 of this
annual report and accounts.

Intangible assets - licensing agreements
Licensing agreements are inciuded al cost and depreciated over their usefu! economic life. Provision is made for any irpairment.

Research and development
Expenditure on research and development, including that from which development fegs are derived, is written off 10 the profit and loss account
as incurred.

Intellectual property rights

Patent disputes are common in the medical devices sector, particularly in the US. Litigation is freguently used to assess the relative merits of such
disputas prior to ssttlsment through commercial agreement. All expenditure on inteliectual property rights, including the costs of patents and
trademarks &nd the defence of the Group’s intellectual property rights, is written off to the profit and loss account as incurred.

Foreign currencies

Transactions denominated in foreign currencies are recorded at the exchange rate nuing on the date of the transaction. Monetary assets and
liabilities expressed in foreign currencies, are translated into sterling at rates of exchange ruling at the balance sheet rate. The resulting exchange
differences are charged to the profit and loss account for the year.

Derivative financiat instruments
The Company uses derfvative financial instruments to hedge its exposure to foreign exchange risks and interest rate risks arising from operational
and financing activities. In accordance with its treasury policy, the Company does not hold or issue derivative financial instruments for trading

purposes.

Derivatives are recorded at fair value and any gains or losses on remeasurement of fair values is taken to the profit and loss account. However,
where darivatives qualify for hedge accounting, recognition of any resuliing gain or loss depends on the nature of the itemn being hedged. The fair
value of {orward foreign exchange contracts is their quoted market price at the batance sheet date.

The fair value of interest rate swaps is the estmated amount that the Company would receive or pay to lerminale the swap at the balance sheet
date, taking into account current interest rates and the current credit worthiness of the swap counter parties.

Cash flow hedging

Whan a derivative financial instrument is designated as a hedge of the variability in cash flows of a recognised asset or liability or highly probable
forecast transaction, the effective part of any gain or loss on the derivativa financial instruments is recognised directly in the hedging reserve. If a
hedge of a forecasted transaction subsequently results in the recognition of a finangial asset or a financial liabifty, then the associated gains or
lossas that were recognised directly in equity are reclassified into the income statement in the same period or pericds during which the assst
acquired or fizbility assumed affecis the income statement (i.e. when interest incorme or expense is recognised).

The ineffactive part ¢ any gain or loss is recognised immediatety in the profit and loss account.
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When a hedging instrumant expires or is sold, terminated or exercised, or the Company revokes designation of the hedge relationship but the
hedged forecast transaction is stil expected io occur, the cumulative gain or loss at that point remains in equity and is recognised in accordance
with the stated policy when the transaction occurs. If the hedged transaction is no longer expected to take place, then the cumulative unrealised
gain or loss recognised in equity is recognised immediately in the profit and loss account.

In the comparative period all financial assets and liabilities were carried at cost. Gains and losses on forward exchange contracts treated as
hedging instruments were not recognised in the profit and loss account. On recognition of the hedged transaction the unrecognised gains and
losses arising on the insirument were recognised, either in the profit and ipss account or in the carrying value of the associated asset or liability.

No adjustment was necessary as of 1 January 2005 as the Company had no cash flow bedges in place. During the year the eifect on
implementing the new policy was as follows:

- A net gain on an ineffective hedge of £1,980,000 was taken into the profit and loss account.

- A fair value adjustment on interest rate swap contracts held at 31 December 2005 of £864,000 was taken to the hedging reserve.

Taxation
Corporation taxes are recorded on taxable profits at the current rate.

Deferred tax is recognised without discounting, in respect of all timing differences between the treatment of certain items for taxation and
accounting purposes which have arisen but not reversed by the balance sheet date, except as otherwise required by FRS 19: Deferred Tax.

In accordance with FRS 19: Deferred Tax, deferrad tax assets are recognised to the extent that it is regarded as more likely than not that there
will be suitable taxable profits frem which the future reversal of underlying timing differences can be daducted.

Investment in subsidiary undertakings
The Company's investrment in subsidiary undentakings is stated at cost less any provision for impairment,

Fixed assets and depreciation
Tangible fixed assets are stated at cost net of depreciation. Depreciation is provided o write off the cost Iess the estimated residuat valug of
tangible fixed assets by equal instalments over their estimated useful economic lives as follows:

Fidures and fittings - 3-10 years
Leasehold improvements - tarm of lease
Plant and machinery - 3-10 years

Pension scheme arrangements
The Company operates a defined contribution scheme. The assets of the scheme are held separately from those of the Company in an
independenily administered fund. The pension charge represents contributions payable by the Company to the fund.

Share based payment transactions
In accordance with the transition provisions, FRS 20 has been applied to all grants of shares or share options made after 7 Novernber 2002 that

were unvested as of 1 January 2005,

The Company issuas equity settled share based payments to certain employees. Equity settled share based payments are measured at fair valug
at the date of grant. The fair value determined at the grant date of the equity seitled share based payments is expensed on a straight line basis
aver the vesting period, based on the Group's estimate of shares that will eventually vest.

The fair value of services received in return for shara optians granted to employees is measured by reference to the fair value of share options
granted. The estimate of the fair valua of the services recewved is measured based on a stochastic option pricing model. This model takas into
account the following variables: exercise price, share price at grant, expected term, expected volatility of share price, risk-free interest rate and
expected dividend yield.

Tha Company also gives employees the opportunity to purchase shares in the Company by participating in a share purchase plan. The option price
for the UK Save As You Earn Scheme is the market price on the day preceding the invitation date discounted by a maximum of B0%. The share
options under this plan are also treated as equity setiled share based payments and the fair value calculated using a stochastic model,

In May 2005, the Company issued the first grant under the Gyrus 2005 Long Tern Incentive Plan. This is a discretionary plan which provides for
the grant of conditional awards or nil cost options over 1p Ordinary Shares in the Company. Awards normally vest following the third anniversary
of grant once certain performance conditions have been satisfied and provided that the participant remaing employed by the Company.

The performance conditions are based on eamings per share growth, The fair value of grants under this scheme are determined as being the
mid market quote on the day preceding grant which is charged to the profit and loss account eventy over the three-year vesting period based on
the Group's estimate of shares that will eventually vest.

The impact on the restatement of the prior year comparatives is shown in note 9 to these Company only financial statements.
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Finance and operating leases

Where the Company enters into a lease which entails taking substantially all the risk and rewards of ownership of an asset, the lease is treated as
a 'finance lease’. The asset is recorded in the balance sheet as a tangible fixed asset and is depreciated over its estimated usefu! e or tha term of
the lease, whichever is the shorter. Future instalments under such: leases, net of finance charges, are included in creditors. Rentals are apportioned
on a sum of digits basis, between the finance element, which is charged to the profit and loss account, and the capital element, which reduces the
outstanding obligation for future instaiments, All other leases are accounted for as ‘operating leases' and the rental charges are charged to the

profit and loss account on a straight-lina basis over the life of the lease.

1. Staff numbers and costs

The average monthly number of employees (including executive Directors) was:

Mumber Number
of employees of employees
2005 2004
Research and development 3] 5
General and administration 7 8
13 13
Their aggregate remuneration comprised:
Year endec Year sncad
31 December 2005 31 Dacamber 2004
£000 £000
Wages and salaries 1,568 1,605
Social security costs 166 213
Other pension costs 182 207
Share related awards 621 324
2,537 2,349
Pension contributions accrued at the year end amounted to £21,000 (2004: £21,000).
The amoturnents, share options and pension entitiernents of Directors are contained in the Directors' Remuneration Report on pages 37 to 42.
2. Tangible fixed asssts
Lepseholl Imnorovemeants Fixtures and ittings Total
£O00 £000 £000
Cost
At 1 January 2005 384 158 542
Additions - 114 114
Disposals - (20) (20}
Transfers tc other group companies {379) - 379)
At 31 December 2005 5 252 257
Depreciation
At 1 January 2005 147 101 248
Charge for the year - 53 53
Disposals - (18) (18}
Transters to other group comparies {146) - (146}
At 31 December 2005 1 136 137
Net book vaiue
At 31 December 2005 4 116 120
At 1 January 2005 237 57 294
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3. Fixed asset investments
Information regarding companigs for which the Company is the witimate Parent Company is set cut in note 24 of the consolidated accounts 'Group
Entitias' on page 76.

Cost and net book value

Shares in Group Loans to Group Capilai
underakings undertakings contribution Toted
£000 £000 £000 £000
At 1 January 2005 80,661 70,007 9,700 160,458
Acquisitions 141,609 - - 141,609
Exchange movement {104) - - (104)
At 31 December 2005 222,166 70,097 9,700 301,963

Capital loan notes are receivabie from subsidiary undertakings. Interest is based on six month LIBOR plus 2%.

4, Debtors
2005 2004
£000 £000
Amounts owed by subsidiary undertakings 161,534 9,024
Other debtors 897 926
Prepaymerits and accrued income 1,638 182
Financial asset 864 - i
Deferred iaxation 421 421
165,354 10,553
Debtors due in greater than ane year and included abova are as follows: I
2008 2004
£000 £000
Amounts owed by subsidiary underiakings 145,459 - ]
Other debtors 425 400
Deferred taxation 421 21
146,305 821 i
i
5. Deferred taxation i
The elements of deferred taxation are as follows: '
nsset poset |
2008 2004
£000 £O00 |
Differsnce between accumulated depreciation and amortisation and capital allowances [g] {17) .
Other provisions and timing differences 193 6 |
Tax losses 235 373
'
Totah potential net deferred tax asset 47 421 I
Deferred tax asset recognised 428 438 !
Deferred tax liability ) an
Net deferred tax asset recognised 421 421 I
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6. Creditors: amounts falling due within one year

2005 2004
£000 £000
Bank overdraft and bank loan 12,163 6,700
Trade creditors 503 275
Amounts owed to subsidiary undertakings 4,713 £,461
Other taxes and social security 59 105
Other creditors 659 282
Accruals and deferred incoma 4,574 2,712
22,671 16,535

7. Creditors: amounts falling due after more than one year
2005 2004
£000 £000
Bank ipans 136,731 -

Bank loans are repayable as foliows:

2005 2004
£000 £000
Within one year 12,163 5,040
Batweoen two and five years 136,731 -
148,884 5,040

The bark ioan is secured by a fixed and floating chargs cver the assets of the Company and its subsiciaries.

8. Financial instruments disclosure for the year ended 31 Becember 2005 as required by FRS 25

Exposure 1o credit, interest rate and currency risk arises in the normal cowrse of the Company's business. Derivative financial instruments are used to

hedge certain transaction exposures 1o foreign exchange rates and interest rates.

Credit risk

The credit risk on derivative financial instruments is very limited as the counterparties are banks with high credit ratings assigned by independent

international credit rating companias.

Interest rate risk
Hedging

in line with the Group policy of ensuring that at lgast 50% of its exposure to changes in interest rates on fixed term borrowings is hedged, at

31 December 2005, the Company had entared into two interest rate cap and collar transactions. The cap on both financial instruments is a US
dottar LIBOR rate of 4.75% and the collars are 4.19% and 3.96% respectively. Both instruments mature over the next five years consistent with the
maturity of the related $250 milion loan. At 31 December 2005 the Group had interest rate hedges with a notionat contract amount of $187,500,000

{2004: $ni).

The Company classifies interest rate hedges as cash flow hedges ang states them at fair value. The fair value at 31 December 2005 was £864,000
{2004: €ni) comprising a financial asset £864,000. This amount was recognised as a non-trade receivable in other cument assets.

Effective Total LB?";: 1to 2 years. 210 3 yers 310 4 yoars 4105 yeows

intorest mto £000 £000 £000 £000 €000 000

Cash and cash equivalents 3.6800% 4,294 4,204 - - - -
Secured bank loans

USS 250,000,000 5.0931% {145,459) {8.728) {(23,273) (32,001} {37,819) (43,638)

EURE 5,000,000 4.1780% {3,435} {3,435) - - - -

{144,600} {7.869) (23.273) (32,001) {37,819} {43,638)

“US dotar LIBOR raza of 4.24313% plus margn of 1.75%.

Foreign currency risk

The Comparyy incurs foreign currency fisk on intercocmpany transactions that are denominated in currencies other than steriing. The currency primarity
giving rise 10 this risk is the US dollar. From time to time the Company enters into forwara contracts 1o hedge its foreign currency risk,

When financing material asset purchases or acguisitions the Group's policy Is 1o create a nalwal hedge as far as possible in respect of any bomowings
used for such purposes. In respect of the American Cystoscope Makers Inc ({ACMI') acquisition, the Company applied this poficy by raising the loan
tacility in US dollars, being the principal currency of the assets acquired and the trade of ACMI,
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The Company designates its forward foreign exchange contracts of the vanabity of cash flows of a recognised asset or liabfiity, or a highly probable
forecasted transaction as cash flow hedges and states them at fair value. The fair value of forward exchange contracts used as hedges of fimn
commitments and forecasted transactions at 31 December 2005 was Enil.

At 31 December 2005, the Company had no obligations to sell cumency.

Adjustments to the fair value of cash flow hedges are reported in equity when designated as effective hedges. The ineffective portion is immediataly
recegnised in the profit and loss account. Otherwise the gains and losses will be reported in the profit and foss accourtt only when the forecasted
transaction occurs and is recognised in the profit and loss account. A surmmary of the impact of cash flow hedges on equity and on the profit and loss
acecount is disclosed below:

Gains
2005
£000
Adjustments reported in equity
Fair value adjustments of effactive cash flow hedges {864)
At 31 December 2005 (B64)
Adjustments reported in the profit and loss account
Ineffective portion of cash flow hedges charged to the profit and loss account” 1,980
Effect on profit and loss account of cash flow hedges 1,980

“"Note {b} on the face of the consoldated mcome staternent sets out the circumsiances of this non-ecurring hadging pain.

Sensitivity analysis

In managing interest rate and currency risks the Company aims to reduce the impact of short term volatility on the Group's earnings through
transaction exposures. The Company does not hedge its exposure to fluctuations in eamings based upon translation of foreign currency assets and
fiabilites. Over the longer term, however, parrnanent changes in foreign exchange and interest rates would have an impact on earnings.

The $250 miion loan and $30 milion revolver facilties attract interest based on US dollar LIBOR. 1t is estimated that a general increase of one percentage
point in interest rates would have decreased the Company's profit before taxation by approximately £601,000. Interest rate hedges have been included
in this calculation.

Comparative financiat instruments disclosure for the year ended 31 December 2604 under FRS13

Interest rate exposure

Financial Assets

At 31 December 2004 the Company had stering, US dollar and Euro denominated cash at bank of £nil. The Company’s other financial assets are
interest free and fall due within ¢ne month. The fingncial assets by curmency aré included in the disclosure below:

2004
£000
Cash at bank and short term investments
- Stering . -
- US dolar -
- Euro -
Short term debtors {excluding daferred taxation)
- Sterling 3573
- US dollar 6,114
- Euro 445
10,132
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Financial Habilities
At 31 Decamber 2004 the Company had bank loans of £5,040,000 analysed as follows:

2004 2004 2004

Total of bans Average Weightad average

held by currency nterest rate duration of loans

GBPLO00 Months

~ Sterling 1,500 6.1725% 2

- Euro 3.540 3.4800% 5
Total 5,040

Borrowing facilities

Al 31 Decermber 2004 the Company had an outstanding toan balance of £8,928,000 under a revolving credit facility of £30 million which was due
10 expire in December 2005. The interest rate for each advance drawn down on the revolving bank facility during 2004 was fixed on the date of the
advance for the agreed period at UK LIBOR pkis a margin of 1.25%.

The £30 milion revolving credit facility was secured by a fixed and floating debenture on the assets of the Company and its subsidiarias.

The Company's other financial liabilities are interest free and fall due within one month. The total financial liabilities by currency are included in the
cisclosure below:

2004
£0O00

Short term creditors
- Stering 6,488
- US dollar 6,414
- Furo 3,623
16,535

Long term creditors
- Stering -
- US dofar -
~- Euro -

Currency exposures
The Company's currency profile at 31 December 2004 is disclosed above. All monatary assets and liabliies are translated intc sterling at the rate of
exchange ruling at the year end.

The functional currency of the Company is sterling. At 31 December 2004 there were the following net foreign currency monetary liabilities
denominated in currencies other than sterling.

US dollar Euro Total
£000 £000 2000
At 31 December 2004 - 3.540 3,540

Forward foreign exchange contracts are entared into from time to time to hedge foreign currency exposure. At 31 December 2004 the Company
had no obligations 1o sell currency.

Maturity of financial instruments
All financial assets fall due within one year or on dermand except as noted above. The matusity profile of the Company's financial tabilities at
31 December 2004 was as follows:

£000
Within one year or on demand 6,700
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Fair values of financial assets and liabilities
Set out below is a comparison by category of book values and fair values of the Company's financial assets and iiabilities at 31 December 2004,

. Primary financial instruments held or issued to finance the Company's operations

2004 2004

Book value Fair value

£000 £00C

Short term financial liabilties and current portion of long term borrowings 16,535 16,535
Financial assets 10,132 10,132

The carrying valua approximates to fair value because of the short maturity of the assets and fabilities and the revehving nature of the borrowings, each
advance being linked to LIBOR.

Derivative financial instruments held to manage interast rate risk profile
At 31 December 2004 the Company held no derivative financial instruments.

Derivative financial intrurments held to manage currency profile

From tirne to time the Company enters into forward foreign cumency contracts to reduce the curency exposures that arise on transactions
denominated in foreign currencies. Changes in the fair values of instruments used as hedges are not recognised in the financial statements until the
hedged position matures. At 1 January 2004 and 31 Decemnber 2004 there were no hedging contracts in place.

9. Called up share capital

2005 2004
£000 2000
Authorised
167,681,500 (2004: 167,681,500) ordinary shares of 1p each 1,677 1,677
2,646,370 {2004: 2,646,370) deferred redesmable shares of 50p each 1,323 1,323
Allcited, called up and fully paid
146,157,768 (2004: 83,652,980) ordinary shares of 1p each 1,462 B37
2,646,370 (2004: 2,646,370} deferred redeemable shares of S0p each 1,323 1,323
2,785 2,160

Rights of shares
The holders of ordinary shares of 1p each are entitied to receive dividends as declared from time to time and are entitled to one voie per share at
meetings of the Company.

The deferred redesmable shares of 50p each have no rights of participation in the profits or assets of the Company and have no rights of notice
or to vole at any general meeting. The deferred redeemable shares can be acquired at any time by a person nominated by the Company for total
consideration of ip per share. .

Issued share capital
Information relating to issued share capital, contingent rights and share option scheme details can be found in note 16 to the consolidated statements
on pages 65 to 67 of this annual report and accounts.
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i Reconciliations of movements in shareholders’ funds

Retained Total 2004
i Share capstal Shere premwm Merger raserve Hedging reserve earnings Totab 2005 {rastatoch)
£O00 £000 £000 £000 £000 £000 £000
; At 1 January 2005 2,180 152,447 209 (236} 154,670 151,948
Issue of shares in connection
with acquisition of ACMI 616 153,285 - - - 153,901 -
Share ptacement costs associated
| with the acquisition of ACM! - (3,783} - - - (3,783) -
! tssued on exercise of sharg options 9 1,750 - - - 1,759 480
Effective portion of changes in fair value
of cash flow hedges net of recycling - - - BG4 - 864 -
Equity share options issued - - - - 1,570 1,570 -
Restatement of prior year
\ comparatives for adoption of FRS 20
! 'Share based payments’
f - Equity share options issued - - - - - - 324
: Profit for the year - - - - 3,348 3,348 1,920
H At 31 December 2005 2,785 303,600 209 864 4,682 312,329 154,670
?
i 10. Financial commitments
| 2005 2004
| £000 2000
| Annual commitments under non-cancellable operating leases which expire as foflows:
; Land and buildings
: - Over five years 131 131
Cthers
— Within two to five years 2 3
Total 133 134

11. Statutory disclosures
The Company paid audit fees of £225,000 in 2005. Non audit fees paid to the Company auditor and its associates in 2005 comprise £10,000 related to
UK tax compliance and advisory work.

The Company paid audit fees of £111,000 in 2004. Non audit fees paid to the Company auditor and its associates in 2004 comprise £40,000 related 1o
UK tax compliance and advisory work.
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